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CERTAIN ORGANIZED FRAUDULENT SCHEMES 
OPERATING IN THE UNITED STATES 


TUESDAY, APRIL 28, 1959 


U.S. Senate, 
SENATE PERMANENT SUBCOMMITTEE ON INVESTIGATIONS 
OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, D.C. 

The subcommittee met at 10 a.m., pursuant to Senate Resolution 43, 
agreed to January 29, 1959, in room 3302 of the Senate Office Building, 
Senator Henry M. Jackson (acting chairman of the subcommittee) 
presiding. 

Present: Senator Henry M. Jackson, Democrat, Washington; Sen- 
ator Edmund S. Muskie, Democrat, Maine; Senator Karl E. Mundt, 
Republican, South Dakota. 

Also present: Donald F. O'Donnell, acting chief counsel; Philip 
Morgan, chief counsel to the minority; Thomas G. Egan, assistant 
counsel; Susan S. Becker, acting chief clerk. 

Senator Jackson. The committee will be in order. 

(Members of the subcommittee present at the convening of the 
session were Senators Jackson and Muskie.) 

Senator Jackson. On May 22, 1958, Senator Karl E. Mundt intro- 
duced S. 3889, cosponsored by Senator John L. McClellan, which 
makes it a criminal offense to induce a person, by fraudulent oral 
misrepresentations, to enter into a contract in connection with the 
advertising of his business opportunities or real estate for sale in 
interstate commerce. 

Hearings were held in connection with this bill on July 16 and 17, 
1958. During the hearings it was determined that a substantial num- 
ber of businessmen were being defrauded of millions of dollars an- 
nually by advance fee firms which enter into contracts with them to 
advertise their business for sale on a national scale. The salesmen 
for these firms make use of all types of oral deception and are able to 
convince the victim that if he signs the contract his business will be 
sold in a very short period of time. The oral misrepresentations made 
by the salesman and the wording of the contract are not in the least 
related. The business is merely listed in one or two classified ads in 
newspapers or in a catalog put out by the firm. Resulting sales are 
less than one-half of 1 percent. 

The Post Office Department stated that under section 1341, title 18, 
United States Code, it had jurisdiction and that the passage of S. 3889 
would serve no useful purpose, since the problem lies in the difficulty 
of obtaining proof in this type of case. The Post Office pointed out 
that it had investigated 112 cases relating to advance fee promotions, 
but that no indictments had been obtained. Among other things, the 
subcommittee in its report recommended that the Post Office Depart- 
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ment should put into effect a prime program under the mail fraud 
statute with the objective of eliminating the advance fee racket. Con. 
sequently, S. 3889 was not reported out of the committee during the 
85th Congress. | 

On January 20, 1959, S. 550 was introduced by Senator Mundt, eo. 
sponsored by Senator McClellan. The intent of this bill is similar 
to that of S. 3889 of the previous Congress. 

Subsequent to the introduction of this new bill, the subcommittee 
became aware of a new advance fee racket the modus operandi of 
which is essentially the same as that of the advance fee operators in 
real estate. The victims of this new operation are small business. 
men who have been unsuccesssful in obtaining needed loans. The 
salesmen for the firms contact the small businessman and secure an 
advance fee from him, promising that they will obtain the loan for 
him. The businessman, relying on the salesman’s oral misrepresenta- 
tions believes that the contract he has signed will result in his receiving 
the loan. Actually, the contract provides for the mere referral of his 
need for a loan to a lending institution. The loan is not made and the 
businessman loses his advance fee. 

These hearings are being conducted in order to ascertain if S. 550 
should be broadened to include this new type of racket, and to de- 
termine if there is a need for such legislation. 

The Chair has received a letter from the chairman of the full com- 
mittee, Senator McClellan, under date of April 20, designating me to 
serve as the acting chairman of the Permanent Subcommittee on In- 
vestigations for hearing on S. 550. The pertinent letter will be 
included in the record at this point. 

(The letter referred to follows :) 


APRIL 20, 1959. 
Hon. Henry M. JACKSON, 
U.S. Senate, Washington, D.C. 


DeaR SENATOR JACKSON: You are hereby designated acting chairman of the 
Senate Permanent Subcommittee on Investigations for hearings on S. 550, which 
was introduced in the Senate by Senator Karl E. Mundt on January 20, 1959, 
This bill makes it a crime for false and fraudulent misrepresentations in advance 
fee operations in connection with real estate. 

I am forwarding a copy of this letter to other members of the subcommittee 
so that they will be advised. 

Sincerely yours, 
JOHN L. McCLetian, Chairman. 


Senator Jackson. Also at this point, we will include the text of 
Senate 550. 
(The bill, S. 550, follows :) 


[S. 550, 86th Cong., 1st sess.] 


A BILL To amend chapter 95 of title 18 of the United States Code to prohibit the perpetra- 
tion of frand in connection with the conduct in interstate or foreign commerce of certain 
sales activities, and for other purposes 


Be it enacted by the Senate and House of Representatives of the United 
States of America in Congress assembled, That (a) chapter 95 of title 18 of the 
United States Code (entitled “Racketeering’”’) is amended by adding at the end 
thereof the following new section : 

“§ 1952. False or misleading representations incident to the procurement in 
interstate or foreign commerce of certain contracts for advertising 

“(a) Whoever, being a person engaged or purporting to be engaged in inter- 
state or foreign commerce as an interstate property advertising agency— 

(1) solicits, for himself or any other person, the execution by the owner 
of any property of any contract whereby such owner authorizes any such 
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person to serve as an interstate property advertising agency for the sale of 
such property ; and 

“(2) for the purpose of inducing the owner of such property to enter into 
any contract authorizing such person or any other person to serve as an 
interstate property advertising agency for the sale of such property, (A) 
makes or procures the making of any oral or written false representation to 
such owner with respect to the nature or extent of the services to be rendered 
for or on behalf of such owner by any such person under such contract, with 
knowledge that such representation is false, or with intent to deceive or 
defraud such owner, (B) makes or procures the making of any oral or 
written representation of fact with respect to the nature or extent of the 
services to be rendered for or on behalf of such owner by any such person 
under such contract, with reasonable ground for belief that such representa- 
tion is not true, or (C) refrains from disclosing to such owner, with intent 
to deceive or defraud such owner any matter of fact pertinent to the 
nature or extent of the services to be rendered for or on behalf of such 
owner by any such person under such contract ; and 

“(3) receives, for himself or for or on behalf of any other person, from 
such owner (A) any money or other thing of value for or in connection 
with the execution of any such contract, or (B) a form of such contract 
signed by such owner for acceptance by any other person, 

shall be fined not more than $5,000, or imprisoned not more than five years, 
or both. 
“(b) As used in this section— 

“(1) The term interstate property advertising agency means any person 
engaged in the business of selling advertising for the sale of property incident 
to the sale or attempted sale of property situated in any State to any pur- 
chaser or prospective purchaser residing in any other State or in any foreign 
country. 

“(2) The term ‘person’ means any individual, partnership, corporation, 
association, or other legal entity. 

“(3) The term “owner’ when used in relation to any property, means 
the owner of such property or any other person duly authorized by such 
owner to act for him in the disposal of such property. 

“(4) The term ‘State’ means any State or Territory of the United States, 
the District of Columbia, the Panama Canal Zone, or the Commonwealth of 
Puerto Rico.” 

(b) The analysis of such chapter is amended by adding at the end thereof 
the following new item: 
“1952, False or misleading representations incident to the procurement in 
interstate or foreign commerce of certain contracts for advertising.” 


FEDERAL TRADE COMMISSION, 
OFFICE OF THE CHAIRMAN, 
Washington, D.C., March 17, 1959. 
Hon. JoHN L. MCCLELLAN, 
Chairman, Permanent Subcommittee on Investigations, 
Committee on Government Operations, 
U.S. Senate, Washington, D.C. 

Dear Mr. CHAIRMAN: By letter of February 6, 1959, you requested comments 
on 8. 550, 86th Congress, Ist session, a bill to amend chapter 95 of title 18 of 
the United States Code to prohibit the perpetration of fraud in connection with 
the conduct in interstate or foreign commerce of certain sales activities, and 
for other purposes. 

The bill would define as a criminal offense the making of certain false or 
misleading representations, or failing to disclose certain facts, in the procure- 
ment of contracts for advertising of property for sale. The three basic ele- 
ments of the crime, which would be punishable by a fine of up to $5,000 or 
imprisonment up to 5 years, or both, are as follows: 

1. Soliciting of contracts authorizing service as an “interstate property 
advertising agency” ; 

2. False or misleading representations, or failure to make material disclosures, 
for the purpose of inducing such contracts; and 

3. Receipt of money, any other thing of value, or a signed contract. 
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As you have pointed out in your letter of February 6, S. 550 is aimed at the 
elimination of illegitimate advance fee firms, as was 8. 3889, 85th Congress, 
2d session. 

In its report of February 2, 1959 (H. Rept. No. 30, 86th Cong., 1st Sess. ), 
the subcommittee recommended, among other things, that “the Federal Trade 
Commission continue its efforts in combating the fraudulent advance fee Oper- 
ators.” This, the Commission has done. Since July 14, 1958, on which date 
the Commission reported upon S. 3889, investigations have been completed in 
nine additional cases involving advance fee operations. Of these, formal com- 
plaints have been issued in five instances; two complaints are in the process 
of being issued; one matter has been placed on suspense because of the absence 
of proposed respondent from this country; and action on another case has been 
deferred since a criminal indictment for use of the mails to defraud (in viola- 
tion of 18 U.S.C., sec. 1341) was returned in October 1958, and is pending for 
trial in a U.S. district court. Since July 14, 1958, cease-and-desist orders have 
been issued in two cases. In two more cases, consent settlements are being 
negotiated. Investigations are currently being conducted into the activities 
of about 14 other similar operations. 

The Commission’s more recent activity in this area has shown that some of 
the firms which in the past have been using unfair and deceptive practices in 
connection with the securing of fees to sell property are now applying similar 
techniques in soliciting fees to obtain loans for small-business men. One of 
the formal complaints issued within the past year alleges that respondent has 
used false representations in soliciting fees both for the sale of property and 
for the procurement of loans. Several individuals against whom cease-and- 
desist orders have already been issued with regard to soliciting real estate 
advertising have now entered the loan field. The Commission is now investigat- 
ing three matters involving alleged false representations with regard to solicit- 
ing fees for the procurement of loans. Since these activities would not be coy- 
ered by S. 550, you may wish to consider the advisability of extending the pro- 
posed legislation to include such operations. 

The Commission neither favors nor opposes passage of the bill. S. 550, if 
enacted, would not directly affect the duties or functions of this Commission. 
Enforcement would be the responsibility of the Department of Justice. 

By direction of the Commission. 

JOHN W. GWYNNE, Chairman. 


N.B.—Pursuant to regulations, this report was submitted to the Bureau of 
the Budget on Mach 4, 1959, and on March 16, 1959, the Commission was advised 
that there would be no objection to the submission of the report to the com- 
mittee. 

JOHN R. Hem, Acting Secretary. 


DEPARTMENT OF JUSTICE, 
CRIMINAL DIVISION, 
Washington, D.C., April 24, 1959. 
Hon. JoHun L. McCLetrian, 
Chairman, Permanent Subcommittee on Investigations, 
U.S. Senate, Washington, D.C. 


DEAR SENATOR MCCLELLAN: Pursuant to the request of your subcommittee, the 
Criminal Division submits a report of the Department’s activities in connection 
with the various types of frauds perpetrated on the public which are the subjects 
of hearings before your subcommittee. I refer you to our previous letters dated 
February 13 and March 27, 1959. Your staff has forwarded a copy of the state- 
ment of Daniel J. Murphy, Assistant Director, Bureau of Litigation, Federal 
Trade Commission, as a basis for our report. The activity of the Department 
will be detailed within the categories considered by Mr. Murphy. 


ADVANCE REAL ESTATE FEES; LOANS TO BUSINESSMEN 


In our previous letters we referred to two indictments charging mail fraud 
violations in advance fee rackets. On October 28, 1958, a 23-count mail fraud 
indictment was returned in Carroll, Iowa (northern district of Iowa, central 
division) charging the following defendants: Clarence Martin Brown, Raymond 
V. Kawell, Albert Ellsworth Chapman, Leo Henry Damm, Merlin Woodrow Nair, 








ORGANIZED FRAUDULENT SCHEMES 5 


Merle Emery Wood, Kingsley Robert Barham, Richard Beach Gurney, and Ralph 
Raymond Neudeck. The principals operated as Midwest Business Service, 102 
Fast Fifth Street, Carroll, lowa, Brown and Chapman being the coowners. A copy 
of the first two counts of this indictment was furnished your staff and this case 
jsawaiting trial. 

We also referred to the indictment returned at Grand Forks, N. Dak., on 
January 14, 1959, charging Berthold Goodman, Melvin Crown, and four salesmen 
jin 41 counts of mail fraud and fraud by wire in the operation of the Interstate 
Exchange Co., a Chicago firm purportedly engaged in brokerage of business 
enterprises and business buildings. The trial of Goodman, Crown, and E. F. 
Smith, a salesman, is now in progress. Two other salesmen, Louis Levine and 
David Schiff, have entered pleas of guilty. The indictment was dismissed as 
against W. R. Carroll, another salesman, whose participation was determined to 
pe limited and nonculpable. 

As you were advised some operators of the business service swindle have 
now altered the format of this scheme. In the current variation the basic mis- 
representation is that a loan will be obtained for the businessman exacting, of 
course, an advance fee. This variation is no less vicious than was the original. 

Since our letter of March 27, 1959, the Department has acted in this field 
as follows: 

(1) In Miami, Fla., southern district of Florida, an eight-count indictment 
of mail fraud named the following defendants: William John Madone, Lawrence 
H. James, James D. Allen, John Bonita, and Thomas J. Torpy. The principals 
operated as Financial Service Corp., 2255 West Flagler Street, Miami, Fla. 

(2) In Puerto Rico, Francis J. Weber and Mark Norwood were arrested on 
February 14, 1959, pursuant to a complaint by the U.S. attorney in San Juan, 
Puerto Rico, charging mail fraud violations in connection with the obtaining of 
loans for businessmen. They operated as agents of the Commercial Finance 
Service Corp., Washington, D.C. The investigation is continuing and will un- 
doubtedly include a number of other persons, it being our understanding that 
the fraud was extensive. 

(3) In connection with the investigation of Trade Consultants of America, 
a complaint was issued in Atlanta, Ga., charging violations of the mail fraud 
statute and Maurice Harry Kitzman was arrested. The investigation of this 
company is most extensive and is now being considered by the U.S. attorney 
in Atlanta, Ga., with the possibility that numerous persons will be involved. 

(4) On April 14, 1959, a complaint was issued at Birmingham, Ala., charging 
violations of the mail fraud statute in the operation of Metropolitan Investment 
Service Corp., of Atlanta, Ga. Marshall J. Appenzeller and Sam M. Eldridge 
were arrested in connection with a transaction whereby they attempted to 
obtain an advance fee of $11,000 upon representations that they would obtain 
a $500,000 loan for a businessman. 

The Postal Inspection Service has under investigation approximately 100 
advance fee cases of all types. For reasons which you will appreciate we deem 
it inappropriate to comment further with reference to matters now under 
investigation or where complaints or indictments have been filed. 


OFFERS OF EMPLOYMENT 


In our letter of March 27, 1959, we discussed this type of fraud under a cate- 
gory which was described as work-at-home schemes. Investigations have 
demonstrated that this type of swindle is widespread and approximately 115 
investigations are now being conducted by the Postal Inspection Service. 

A mail fraud indictment in 10 counts was returned in January 1959, at Provi- 
dence, R.I. charging Frederick J. Martineau with operation of a fraudulent work- 
at-home scheme which purported to offer part-time employment, addressing 
envelopes, with suggested earnings of $100 per month. 

In the eastern district of New York a complaint was issued on February 12, 
1959, against John Baren, Morris Baren, and Samuel C. Stein doing business 
as the Marjay Corp., Jamaica, N.Y., and they were arrested. 

In connection with operation of National Garment Co., Inc. at Memphis, 
Tenn., Donald H. Cook, Joyce M. Wanar, and James M. Wanar were arrested 
on mail fraud charges on August 22, 1958. 

On April 7, 1959,-Edmund J. C. Geigle was arrested on a mail fraud com- 
plaint stemming from his operation, with Charles Rebhum, of a knitting ma- 
chine swindle styled Vermont Home Service. Rebhun committed suicide before 
the complaint was filed. 
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VANITY PUBLISHERS 


From time to time, the Postal Inspection Service has submitted investigations 
of the so-called Vanity Publishers to U.S. attorneys. In our experience thege 
cases do not lend themselves to successful criminal prosecution. Nevertheless 
we shall continue to carefully appraise each of these matters to select an ap- 
propriate vehicle for prosecution. 


HELP WANTED 


Schemes which prey upon persons in need of employment can have devastat. 
ing effects on the lives of their victims. William F. Mafadini on a plea of 
guilty was sentenced to 4 years imprisonment on November 24, 1958, at Seattle. 
Wash. He had been indicted for mail fraud at both Anchoraage, Alaska, ang 
Seattle, for a scheme whereby, using the name W. E. Mafa Co. of Seattle, 
Wash., he obtained $10,000 from persons who answered his advertisements jn. 
serted in newspapers throughout the Eastern United States and forwarded 
fees of $10 and $20 for jobs purportedly held for them in Alaska. Many yie. 
tims resigned their jobs and traveled to Alaska only to learn they had been 
victimized. 

SCARE TACTICS 


Mr. Murphy refers to schemes which include “tear down” furnace repair 
sales pitches, and the sales of fire alarm systems. The Department's concern 
about these sales pitches extends back to 1954 in connection with the FHA 
title I home modernization frauds. I refer you to the testimony of former As- 
sistant Attorney General Warren Olney III of the Criminal Division before the 
Senate Committee on Banking and Currency, 88d Congress, 2d session, on April 
23, 1954, in connection with the Housing Act of 1954 (hearings, pt. 3, pp. 1606 and 
1615). The success of the prosecutions of the “suede shoe” salesmen, principally 
under 18 U.S.C. 1010, for these and similar schemes has been periodically re- 
ported to Congress. Prosecutions have resulted in substantial containment of 
this type of racket and we shall continue close scrutiny to combat a resurgence 
of these crimes. 

VENDING MAOHINES 


The Department has initiated numerous prosecutions for the vending ma- 
chine frauds and the attached exhibit contains some of the more important of 


a) 


these cases. Investigations are continuing in approximately 163 cases. 


CORRESPONDENCE SCHOOLS 


This type of fraud in connection with correspondence schools has been in- 
frequently called to our attention. 


HAIR, ARTHRITIS, RHEUMATISM, AND RELATED CONDITIONS 


The proscription of this type of advertising activity is more particularly 
within the scope of the Federal Trade Commission’s administrative authority. 
The Department’s interest is initiated when the Federal Trade Commission 
refers the matter as a violation of a cease and desist order. 

For example in United States v. Sidney J. Mueller (Southern District of 
Texas, 262 F. 2d 4483 (C.A. 5)) the defendant was ordered in 1952 by Federal 
Trade Commission to cease and desist from disseminating by the mails or in 
interstate commerce any advertisements representing his preparation or the 
treatment in which such preparations were used as having any effect in pre- 
venting or overcoming baldness. The defendant continued his activity in Texas. 
On the basis of stipulated facts, the court found for the Government in all 
16 counts and entered judgment in the amount of $8,000 plus costs for the 
violations of the order. The judgment was affirmed by the court of appeals. 

An example of the Department’s actions against purveyors of purported medi- 
cal cures is the criminal contempt proceeding culminating in a supplemental 
eonsent decree in United States v. Horsey Cancer Clinic, Inc., John J. Haluska, 
et al. (Western District of Pennsylvania). The criminal contempt followed 
continuing activity after a permanent injunction had been entered October 2, 
1957, under the Food, Drug, and Cosmetic Act. In October 1958, the supple- 
mental consent decree resulted in the dissolution of the corporation and the 
termination of the activities. 
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SKIP TRACING 


This activity, as you know, utilizes the mails to ascertain the whereabouts 
of delinquent debtors. Since the Federal Trade Commission is peculiarly 
equipped to consider such matters, they are referred to that agency and we 
initiate no criminal action. 

CONTEST FRAUDS 


This type of scheme, often designated as “count the polka dots” frauds, has 
many variations. Persons are induced to enter a contest and thereafter all 
contestants are informed they are the winners of a prize and are requested 
to call at the establishment of the advertiser to collect their winnings. The 
contest winners are then told that the “prize” is a cash discount to be applied 
on the purchase price of an article such as a radio, television, washing machine, 
and the like. The selling price of the articles is inflated so that, even with 
the discount, it is often in excess of that for which the article is sold by a 
legitimate dealer. 

In United States v. Jack A. Lemon and Martin de Bruin in the District of 
Hawaii, the defendants were convicted of mail fraud for the operation of a 
contest scheme. 

At Shreveport, La., an indictment was returned on February 20, 1959, charg- 
ing Robert T. Mitchell and Tribble R. Sanders with mail fraud in operation of 
Sewmor Sewing Stores, Inc. On the same date a second indictment was re- 
turned charging Glen D. Siebens in 11 counts of mail fraud in his operation 
of the Louisiana Sewing Center; and a third indictment in 12 counts charged 
James Woodward Neal with a similar scheme operating as Louisiana Sewing 
Machine Co. 

Ninety-three of these cases are presently under investigation. 

It is hoped that this information will be of assistance to your subcommittee. 


Sincerely, 
Matcoum R. WILKEYy, 
Assistant Attorney General.. 
DEPARTMENT OF JUSTICE, 
CRIMINAL DIvIsIon, 
Washington, March 27, 1959. 
Hon. JoHn L. MCCLELLAN, 


Chairman, Permanent Subcommittee on Investigations, 
U.S. Senate, Washington, D.C. 


Deak SENATOR McCLELLAN: In view of the committee’s interest, as expressed 
in your letter of February 19, 1959, in the cases involving the fraudulent obtain- 
ing of advance fees, we wish to inform the committee of developments in this 
field from the coordinated program of the Post Office Department and the De- 
partment of Justice. 

In the category of cases where advance fees are obtained from businessmen 
under the guise of services to be rendered, 10 cases have been investigated and 
presented to U.S. attorneys. Indictments, as you were informed in our letter of 
February 13, 1959, have been returned in 2 districts charging 15 defendants 
with violations of 18 U.S.C. 1341, the mail fraud statute, and 18 U.S.C. 1348, fraud 
by wire. We have observed, in this connection, that the larger cases being inves- 
tigated presently in this type of swindle involve alleged services in the obtaining 
of loans for businessmen. In all, and covering cases both of brokerage and of 
loans, the postal inspection service has under investigation approximatley 90 
cases. 

Another type of vicious scheme is the so-called work at home scheme. The 
victims here are the aged, infirm, and physically handicapped who attempt to 
supplement their incomes, often marginal, by performing some form of work in 
their homes. In an appeal to these persons, to illustrate, swindlers sell them 
knitting machines promising that products will be purchased. Partial payment, 
often representing the only funds of the victim, is made with the balance in the 
form of notes which are discounted immediatley. In some cases the swindler 
does not purchase the products while in others the victim is unable to manu- 
facture the desired article. Over 90 investigations are being conducted in this 
type of fraud. An indictment was returned recently in Providence, R.I., where 
thousands of dollars were obtained on the pretense of hiring persons to address 
envelopes in their homes. Six other cases are under consideration by U.S. 
attorneys and in 3 of them, 10 arrests have been made pursuant to complaints. 











8 ORGANIZED FRAUDULENT SCHEMES 


The vending machine racket is another vicious swindle where the victim jg 
induced to purchase vending machines under representations that he will be 
furnished a “route” with established locations, The representations reach the 
profit to be made as well as the promise that the machines would be repurchased 
if the venture does not prove profitable. The machines are usually in frequent 
need of repair; no locations are furnished and the totality of the scheme ig q 
profit to the swindlers and a complete loss to the victims, many of whom are 
despoiled of their life savings. At the present time, 98 cases are under investi. 
gation. ‘Twenty-two cases have been presented to U.S. attorneys with indict- 
ments returned in eight cases. Since January 1958, convictions have been ob- 
tained in 10 cases involving 36 defendants. 

Another type of case is the so-called count the polka dots. In this scheme, 
with its variations, persons are led to believe that they have won a cash prize: 
in fact, every person entering the contest is a “winner;” when the “winner” 
calls for his prize, he is told that his cash prize is to be applied in purchase of an 
article such as a sewing machine, radio, television set and the like. The Selling 
price of the article is raised to reflect not only the prize but is often in excess of 
the price for which an honest and reliable merchant would sell it. Again, the 
victim obtains a used article or one of inferior quality. Clearly, this type of 
scheme defrauds not only the public but renders it impossible for legitimate 
businessmen to compete. Presently, 80 cases are under investigation and 3 
indictments have been returned in Shreveport, La., involving 4 defendants. 

We shall call to the attention of this committee pertinent developments in con- 
nection with prosecutions of these swindlers. 

Sincerely, 
MALcoLM ANDERSON, 
Assistant Attorney General. 


DEPARTMENT OF JUSTICE, 
CRIMINAL DIVISION, 
Washington, February 13, 1959. 
Hon. Joun L. McC Letian, 
Chairman, Permanent Subcommitte on Investigations, 
U.S. Senate, Washington, D.C. 


DEAR SENATOR McCLeELLAN: We are in receipt of the report of your subcom- 
mittee entitled “Misrepresentations in the Advertising of Properties” (Rept. 
No. 39, 86th Cong., 1st sess., Feb. 2, 1959), wherein your subcommittee recom- 
mended that this Department and the Post Office Department institute a “prime 
program under the mail fraud statute with the objective of eliminating the ad- 
vance fee racket.” 

The efforts of this Department and the Post Office Department have been 
coordinated to press the investigation and prosecution of a growing number 
of various types of schemes victimizing the public, wherever violations of the 
Federal criminal statutes have been disclosed. There is attached a copy of a 
press release dated December 15, 1958, announcing this program. 

You will note that the advance fee operations are among the groups of 
schemes described in the enclosed press release. The Postal Inspection Service, 
at present, has a number of cases involving this particular scheme under active 
investigation. Recently, indictments were returned in two widespread ad- 
vance fee operations which may be of interest to your subcommittee. 

In an indictment returned in the northern district of Iowa, Clarence Martin 
Brown, operating the Midwest Business Service, and eight other individuals in 
the company employ were charged with mail fraud in the large scale swindling 
of small businessmen who desired to sell their businesses. 

An indictment returned at Grand Forks, N. Dak., on January 14, 1959, 
charged Berthold Goodman, Melvin Crown, and 4 salesmen in 41 counts of mail 
fraud and fraud by wire in the operation of the Interstate Exchange Co., a 
Chicago firm purportedly engaged in brokerage of business enterprises and busi- 
ness buildings. 

A number of investigations and prosecutions for mail fraud and fraud by 
wire have been initiated in the other schemes mentioned in the press release, all 
of which have in common the victimizing of the unwary public through the medi- 
ums of advertising. Some have already resulted in the conviction of the per- 
petrators. 
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I shall be glad to advise you from time to time of further prosecutive actions 
against the operators of advance fee and related schemes as they develop. 
Sincerely, 
MALCOLM ANDERSON, 
Assistant Attorney General. 


DEPARTMENT OF JUSTICE, 
CRIMINAL DIvIS'ON, 
Washington, D.C. 


Deak Mr. ——: A marked increase has been observed in the number of 
schemes Victimizing the public and which employ the media of advertising. 
Coincidently, swindlers are utilizing new formats and variations on old themes 
in their attempts to attract the unwary. Both the Attorney General and the 
Postmaster General are concerned with these developments and are now enlist- 
ing the aid of U.S. attorneys and postal inspectors, both to function under the 
coordination of the Criminal Division. The purpose of this memorandum is 
to alert U.S. attorneys to some of the more common schemes currently being 


employed. 
I. OFFERS TO ACT AS AGENTS ; FRAUDULENT OBTAINING OF ADVANCE FEES 


The gist of these schemes is the swindler’s offer to perform impressive serv- 
ices which will aid the victim in his attempts to negotiate a particular trans- 
action. Performance of the services is always contingent upon payment of an 
advance fee; once the fee is paid, however, no services of appreciable value 
are ever rendered. 

The most common use of this scheme is where a small businessman desires to 
sell his business. An indictment recently returned in the northern district of 
Iowa which details the steps in this type of scheme is attached. In a variation 
of this scheme, businessmen desiring loans are induced to employ the swindlers 
to obtain financing. In another variation, persons owning real estate in a State 
other than that of their residence are induced to employed a swindler to aid in 
the sale of the real estate. 

There is another type of scheme involving sales of accounting services. In 
the main, the services are of little, if any, value. Some instances are reported 
where the swindlers, having gained access to the books of their client, utilize the 
information for blackmail. 

II. VENDING MACHINES 


The prospect of obtaining large profits in return for a relatively minor invest- 
ment and no physical labor is often irresistible. Swindlers, therefore, find it 
relatively easy to sell vending machines by grossly overexaggerating the profits 
that can be realized by the sale of candy, peanuts, and similar vending machine 
items. These fraudulent promoters capitalize further on this lure by promising 
to obtain profitable locations and to repurchase the machines if the venture is 
unsuccessful. Of course, these promises remain unfulfilled and, in some in- 
stances, the misrepresentations form the basis for a successful prosecution. (See 
Reistroffer v. United States (258 F. 2d 379 (C.A. 8); United States v. Main, 
28 F. Supp. 550 (S.D. Tex.) ).) 


1II. WORK AT HOME SCHEMES 


The general approach of this type of scheme is to create the belief that there 
is a ready and substantial market for certain goods which can be produced at 
home. The swindler, of course, sells the machine and produces these goods. 
The victim is convincingly persuaded to purchase the machine by the swindler’s 
assurances that he will purchase and resell any good produced. In reality, 
payment for the machine assures only the disappearance of the swindler. This 
Scheme is particularly vicious because it is most appealing to those who can 
earn a livelihood only at home, e.g., the aged or infirm. 


IV. EASY-TO-WIN CONTESTS 


The general format of these contests usually consists of an open invitation 
to the public to win a prize by the performance of a relatively simple task. For 
example, an advertisement shows a woman attired in a polka dot dress; a cash 
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prize is to be awarded to the person who correctly counts the number of polka 
dots, a feat requiring no more than a mastery of elementary arithmetic. Aj 
entrants, of course, are winners and are told to call for their prizes at the business 
address of the advertiser. The winner then learns that his cash prize can be 
obtained only as a credit against the purchase price of merchandise sold by the 
advertiser. In spite of the credit, the price actually paid is usually more than 
the cost of the merchandise if purchased elsewhere, and the merchandise offered 
is often of an inferior quality. It should be noted that this type of scheme 
injures not only the gullible consumer but also reliable businessmen through 
loss of sales and injury to reputation. 

Federal criminal jurisdiction in this area is, of course, somewhat limited, 
But, where the mails are used in any of these schemes, 18 U.S.C. 1341 is usually 
applicable ; in some instances, 18 U.S.C. 1343 and 2314 can also be utilized. The 
owners of these fraudulent enterprises may be reached in appropriate cases 
where the facts indicate a conspiracy to violate any of the above statutes (ef, 
United States v. Pereira, 347 U.S. 1 (1954) ). 

U.S. attorneys should consult freely with the postal inspectors and the Fraud 
Section in the Criminal Division of the Department of Justice. The Postmaster 
General has directed all postal inspectors to furnish upon request more detailed 
information about the modus operandi of the schemes described above. The 
Fraud Section will assist in the preparation of indictments and in the handling 
of legal problems as they arise. 

The increasing danger to the public from these fraudulent schemes demands 
the immediate attention of all U.S. attorneys. In view of the concern of the 
Attorney General and the Postmaster General, the Criminal Division should be 
kept promptly and fully advised of the status of all cases in this area which 
come to your attention. 

Sincerely, 
MALCOLM ANDERSON, 
Assistant Attorney General. 


DEPARTMENT OF JUSTICE, 
OFFICE OF THE DEPUTY ATTORNEY GENERAL, 
Washington, D.C., May 28, 1959. 
Hon. JoHNn L. McCLeLian, 
Chairman, Committee on Government Operations, 
U.S. Senate, Washington, D.C. 


DEAR SENATOR MCCLELLAN: This is in response to your request for the views 
of the Department of Justice concerning the bill (S. 550) to amend chapter 95 
of title 18 of the United States Code to prohibit the perpetration of fraud in 
connection with the conduct in interstate or foreign commerce of certain sales 
activities, and for other purposes. 

This bill proposes the prosecution of persons who, being engaged or purporting 
to be engaged in interestate or foreign commerce as an interstate property ad- 
vertising agency, knowingly make false representations with intent to defraud 
persons with whom they negotiate contracts for such advertising services, or 
with like intent to defraud make representations to the contracting party with 
reasonable ground to believe that such are not true, or refrain from disclosing 
to such property owners any matter of fact pertinent to the services to be per- 
formed by the advertising company under the contract. Violations are punished 
Sener for not more than 5 years or a fine of not more than $5,000, 
or both. 

It is doubtful that the scope of the interstate commerce clause extends to 
all of the acts proscribed by the measure. But even if that legal question did 
not exist, we are of the view that existing criminal statutes cover the significant 
frauds at which the statute is aimed. See 18 U.S.C. 1341, the mail fraud statute 
(18 U.S.C. 1343), the fraud by wire statute. See also, 18 U.S.C. 2314, which 
punishes transportation in interstate commerce of money or goods of the value 
of $5,000 or more knowing the property to have been stolen or obtained by 
fraud, or the inducing of the victim to travel in interstate commerce for the 
purpose of being defrauded of money or goods of such value. 

Your letter of February 19, addressed to Assistant Attorney General Malcolm 
Anderson indicates that you feel that the comments of the Department of 
Justice on this bill should deal with all schemes of fraudulent obtaining of 
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advance fees as outlined in the Department’s press release dated December 
15, 1959. In this connection may I call attention to Mr. Wilkey’s letter of 
April 24, 1959, to you setting forth developments in this field resulting from the 
scordinated program of the Post Office Department and the Department of 
ustice. 
: The Bureau of the Budget has advised that there is no objection to the sub- 
mission of this report. 
Sincerely yours, 
LAWRENCE E. WALSH, 
Deputy Attorney General. 


OFFICE OF THE POSTMASTER GENERAL, 
Washington, D.C., March 24, 1959. 
Hon. JoHN L. MCCLELLAN, 
Chairman, Committee on Government Operations, 
U.8. Senate, Washington, D.C. 

Deak Mr. CHAIRMAN: Reference is made to your request for a report on S. 550, 
a bill to amend chapter 95 of title 18 of the United States Code to prohibit 
the perpetration of fraud in connection with the conduct in interstate or foreign 
commerce of certain sales activities, and for other purposes. 

This legislation is aimed at the elimination of the illegitimate advance fee 
firms engaged in the purported sale of business properties. The legislation was 
introduced in the 85th Congress as S. 3889, and the Chief Postal Inspector made 
a statement on this measure before the Senate Committee on Government Opera- 
tions. 

It is felt that the committee should be apprised of the results now being 
achieved toward the prosecution under the postal fraud statute (18 U.S.C. 1341) 
of the firms engaged in such enter ‘pr ises. 

Following the hearings on S. 3889 of the 85th Congress, it became generally 
apparent to the Post Office Department, and to other interested agencies that 
the postal fraud statute provided the most effective means of meeting this 
particular challenge to law enforcement. In cooperation with the Department 
of Justice, investigations by postal inspectors were accelerated and coordinated 
nationwide. The results, to date, cover indictments or arrests of nine persons 
at Waterloo, Iowa; six persons at Grant Forks, N. Dak.; five persons at Miami, 
Fla.; one person at Atlanta, Ga.; and seven persons at San Juan, P.R. 

Presumably, in anticipation that legislation similar to S. 3889 might be enacted 
into law, many of the persons engaged in the advance fee “real estate” enter- 
prise are now known to be soliciting fees from businessmen on pretenses of 
securing loans. This latest enterprise is patterned after the advance fee “real 
estate” enterprise and appears to be more prevalent in that new operations are 
being detected almost daily. The five arrests in the Miami case and the 
seven arrests at San Juan cover such operations. 

Since the development of evidence to prove false and fraudulent representa- 
tions to support prosecution under S. 550 would be basically the same as that 
which prevails under the postal fraud statute (18 U.S.C. 1341), and as the 
measure offers no control in curbing the solicitation of loans by the persons 
previously engaged in the advance fee “real estate” enterprises, it is not felt 
that this bill will accomplish the purpose desired. 

The Bureau of the Budget has advised that there would be no objection to the 
submission of this report to the committee. 

Sincerely yours, 
ARTHUR E. SUMMERFIELD, 
Postmaster General. 


Senator Jackson. The first witness this morning is Harold L. 
Briggs of the Federal Trade Commission. 

Will you raise your right hand and be sworn ? 

Do you solemnly swear that the testimony you are about to give 
before this subcommittee shall be the truth, the whole truth, ‘and 


nothing but the truth, so help you God ¢ 
Mr. Briaes. I do. 
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TESTIMONY OF HAROLD L. BRIGGS 


Senator Jackson. State your name and your official position 
please. 

Mr. Brices. Good morning, gentlemen. 

My name is Harold L. Briggs, and I am a member of the Legal 
Staff of the Federal Trade Commission, assigned to its Bureau of 
Investigation. 

May I continue? 

Senator Jackson. You may proceed with your statement. 

Mr. Brices. The Federal ‘Trade Commission is a trade regulatory 
agency of the Federal Government. Its organic act declares as ille- 
gal unfair methods of competition and unfair or deceptive acts or 
practices in interstate and foreign commerce and in commerce in 
those areas wherein the Federal Government has plenary power, 

It is my duty as project attorney, within the Bureau of Investiga- 
tion, to make a determination, subject to review, as to whether to 
investigate possible violations of law that are brought to our atten- 
tion by consumer complaint or otherwise; to aid in directing such 
investigations; to determine the sufficiency of the investigations in 
permitting proper disposition of such matters; to relay, with recom- 
mendation, actionable matters to the Commission’s Bureau of Litiga- 
tion, for trial or other consideration; and, to assume a substantial 
degree of responsibility for such matters until they are finally dis- 
posed of, in the public interest. 

Among the many and varied types of matters handled in this man- 
ner is the “advance fee loan solicitation” type of operation. The 
largest operations of this type, investigated by us to date, are out- 
growths of the “advance fee” type of operation related to the sale of 
advertising and listing services to parties and firms desirous of selling 
business and residential properties. I think that there is no doubt 
that your committee’s activities hastened the transition of these oper- 
ators from the field of real estate and related personal property to 
business loans. They were, I believe, desirous of diverting their 
enterprises into fields of endeavor that were fully as remunerative 
but which were, at the same time, beyond the scope of the bill, as 
originally introduced. 

Usually a small businessman is the party to whom the solicitation is 
made and, in the hands of the unscrupulous, he is often a victim. 
There may be a number of parties and firms who collect a fee in ad- 
vance for efficient and worthwhile services in attempting to procure 
financial loans for businessmen. However, the kinds of operations I 
shall describe are those that involve the prompt collection of an ad- 
vance fee and the planned providing of little or no services in return. 

As to the modus operandi of the less scrupulous advance-fee-loan 
solicitation operator, let us remember that in his original real estate 
advertising operation he has amassed a large file of names, addresses, 
and descriptions of business establishments. These now stand him in 
good stead in soliciting representation for the procurement of loans. 
But this is not the only source of names. Newspapers from various 
parts of the country are subscribed to; advertising is done over radio 
and through other media; postcards, circulars, and form letters are 
widely disseminated in locating prospects and in preparing such pros- 
pects for the visits of “high pressure” sales representatives. 
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Now as to the operator who falls into the unscrupulous category— 
his salesmen are carefully coached in deception; they are uninhibited 
as to conscience just as they are aparently not acquainted with remorse. 
[have read careful instructions as to how to deceive. I have listened 
to a sound tape wherein the skilled advice of the unconscionable in- 
structor is given to a number of callous beginners—how to hold out 
as the representative of big lending institutions who should be warmly 
received by the prospect w sho ¢ apps rently has all to gain and nothing to 
lose, how to get around the advance fee, how to get the name upon 
the dotted line and the check in hand, and how to convert the check 
into cash before the prospect recovers form the effects of the blan- 
dishments and assurances which have temporarily lulled him into a 
state of hopeful expectance and blessed assurance. 

The misrepresentations, directly or indirectly made, usually embrace 
most of the following statements: 

(a) Operator is corr espondent for certain large banks and lending 
institutions—“high pressure” representative has entered prospect’s 
place of business in aloof and lordly manner, posing as representative 
of lending institutions, with favors to grant, ‘and not to beg. 

(d) Operator is the agent for banks, 1 insurance companies, and other 
lending institutions. 

(c) "The banks and lending institutions will make loans to everyone 
recommended by operator. 

(2d) Operator will obtain loans within a short period of time after 
the advance fee is paid. 

(¢) Operator can and will obtain larger loan than that originally 

uested by prospect. 

At this point Senator Mundt entered the hearing room.) 

(7) Operator has obtained loans for numerous other businessmen, 
within short periods of time and upon very favorable terms. 

(7) Operator will refund the fee paid, in the event of failure to 
obtain or procure a loan—here “high pressure” salesman exudes assur- 
ance and deprecates the possibility—very slight indeed—that a loan 
might not be forthcoming. 

(kh) Operator will obtain loan from the Small Business Admin- 
istration. 

(¢) If operator has difficulty in arranging loan from regular 
sources, he will make the loan from his own ample funds. 

(7) Operator’s principal business is that of business consultant 
who can analyze sick businesses and make them well, and this matter 
of arranging for a loan is just one phase of operator’s serv ice. Hard- 
headed bankers who stand behind operator trust operator’s judgment 
and will make loans to progressive businessmen even though said 
businessmen cannot qualify for loans from local bankers who are 
overly cautious, backward, and provincial, Reason why Congress 
has had to take a personal interest in freeing loans to small business- 
men is because local bankers are too cautious and unimaginative. 
Big bankers with nationwide outlook need only be assured by operator 
as to parties who qualify and loans will be made. Funds have accu- 
mulated in the vaults of the big bankers and the big bankers are glad 
to be brought into contact with worthy small businessmen who cannot 
qualify for loans at their local banks. 


41730—_59——2 
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Another type of operation, one that apparently did not grow out 
of the real estate advance fee operations, involves classified adver- 
tising in newspapers published in distant cities, holding out that 
parties needing capital may write and have their needs promptly 
met. Once the needy entrepreneur has told the capital finder of his 
needs and aspirations, he is assured that bright prospects are in store, 
Certain expenses are unavoidable, however, and the prospect is ad- 
vised to pay an advance fee. If the prospect is hesitant, he is invited 
to make a trip to the city of residence of the operator. Once he is 
in the city, he does not receive an invitation to the offices of the oper- 
ator but is shown the sights of the city, the financial district, tal] 
tales of business success in instances where financing is ample—and 
the advance fee is collected. 

Once the fee is collected, there is a flood of short notes or letters 
to the prospect, reporting on attempts to obtain the financing. Var- 
ious international happenings and domestic upsets, including floods 
and droughts, are cited as deterrents. Christmas and E aster and 
birthdays are remembered with cards; first names are used. With 
the extended passage of time, the prospect is probably slated to lose 
interest in his ambitious prospects and his fee but is in too good a 
humor to complain against the nice operator who writes such inter- 
esting and chummy cards and letters. However, complaints have 
been received. 

The first type of operation described is often of substantial size. 
One of the operations presently receiving our consideration takes in 
a quarter of a million dollars monthly. The second type of operation 
described is far less remunerative. 

It is my personal opinion that the overall size of the industry 
probably closely parallels that of the advance fee real estate adver- 
tising industry at the time of your last hearings—that is, somewhere 
between $25 and $50 million per annum. 

At the present time we have six such matters under investigation 
and several others receiving initial consideration. Approximately 1 12 
such matters recently brought to our attention have been found to be 
under investigation by the Post Office Department and have been 
stricken from our list. As you may know, a close liaison arrangement 
is maintained by the Federal Trade Commission and the Post. Office 
Department, regarding matters that may receive the attention of 
either agency. This is in the interest of avoiding duplication of ef- 
fort and expense. 

I have been informed that a member of the staff of the Commis- 
sion’s Bureau of Litigation will make a statement later this morning 
and will report on the present activities of that Bureau in regard to 
such matters now receiving its consideration. 

Mr. O’Donnewt. As I understand it, last year we had hearings on 
the advance fee real estate proposition. What you have been dis- 
cussing is a new plan which a lot of these firms that were in the ad- 
vance fee in real estate have now gone into, and firms have been 
created in this operation which is a ‘lender's group that is trying to 
deal with small businessmen. 

Am I correct in that assumption ? 
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Mr. Briees. That is correct. And I think that you gentlemen 
have had a lot to do with that transition. That is the seeking out of 
new fields of endeavor by these people. 

Mr. O’Donneti. What has been the reaction with regard to the 
advance fee in real estate as a result of our hearings last ‘year? Has 
that deteriorated in any way in its operations ? 

Mr. Brices. Well, certainly the number of investigations that we 

have entered have gone down quite a bit. Among the larger firms, 
articularly those doing $1 million a year or more, the diminuendo 
has been placed upon the real estate and related personal property 
aspect, and the accent has been placed upon the loan portion. 
may say that with all of the great publicity that has been given in 
magazines ‘and periodicals and over the air to the interest of Con- 
s and the Small Business Administration in loans to business- 
404 it has created a most fertile field for deception and the practice 
of deception by irresponsible actors or operators. 

Senator Munpr. Do you feel that the great amount of publicity in 
the magazines which emanated from the Introduction of this bill ‘and 
the hearings which were conducted a year ago under the auspices of 
our able chairman who is with us today, that that publicity may have 
also tended to alert the public a little bit against this real estate 
racket? It seems to me when you read about this in magazines in 
general circulation, people are less likely to be duped than they were 
before. 

Mr. Brices. That has made letter writers of all of us, Senator. In 
all of our spare time, we are writing letters answering people who 
have been alerted by that. The effect has been very fine, and a great 
deal of publicity has been given and has had fruittul effect. 

Senator Munpr. Do you think perhaps the side issue of that pub- 
licity and of the hearings and so forth, has been that the racketeer 
element has tended to shift a little bit over into the lending field 
instead of the direct real estate advance fee field ? 

Mr. Brices. Yes, that started out mostly as a trial balloon, so to 
speak, but it was found so remarkably fruitful and remunerative that 
the accent was immediately placed upon that phase of the business 
by two or three of the largest operators in the field, and the little 
ones came in to follow. They even went so far as to send some of 
their salesmen under assumed names and otherwise to learn how to 
become salesmen in that line so that the field branched out very 
rapidly, and the transition went forward apace. 

ete Munor. Mr. Chairman, I think perhaps another evidence 
of our efforts of a year ago is indicated by the Associated Press 
clipping which I have in my hand dated April 23 of this year. The 
Albany, N.Y., headline says, “Swindlers Face Jail for Business-Sale 
Ads.” The article goes on to say: 

Swindlers dealing in real estate publications will risk a year in jail and a 
$500 fine under terms of a bill signed today by Gov. Nelson A. Rockefeller. 

I ask unanimous consent to put that in the record at this point. 

Senator Jackson. Without objection, it will be included in the 
record at this point. It is encouraging to note that the States are 
moving in this field, although I think that in most States, they cer- 
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tainly have existing authority relating to fraud and misrepresenta- 
tion. 

(The article referred to, from the New York World-Telegram, Apr. 
23, 1959, follows :) 


SwinpDLers Face JAIL FOR BUSINESS-SALE ADS 


Atpany, April 23.—Swindlers dealing in real estate publications will risk g 
year in jail and a $500 fine under terms of a bill signed today by Gov. Nelson A. 
Rockefeller. 

The measure applies to persons who sell space in publications offering reg} 
estate and businesses for sale but who do not live up to promises to give the 
listings wide ci-culation among potential customers. 

The Governor said that the tegislation was the first in the Nation to curb 
activities of “the swindler and confidence man who * * * have found a new 
and unexplored area in which to play on the gullibility and inexperience of 
those who seek to sell their homes or their businesses.” 


Under terms of the bill, a person publishes real estate and business-op- 
portunity listings must register full information about this operation with the 
secretary of state before he can do business in New York. Real estate brokerg 
and salesmen licensed by the secretary of state are exempt from the bill. 

Any person who solicits ads in violation of the bill would be guilty of a 


misdemeanor, for which the maximum penalty is a $500 fine and a year in jail. 
The bill is effective September 1. 

Senator Jackson. I have just one question, Mr. Briggs. 

Do you have ample authority under existing law to deal with this 
new problem ? 

Mr. Briees. Are you limiting that question to the Federal Trade 
Commission, sir? 

Senator Jackson. Yes, Iam limiting it to your agency. 

Mr. Brices. I think with the very increased load which the Depart- 
ment of Justice and the Post Office Department have undertaken, that 
our load will rapidly become lighter. Perhaps that is due to the more 
rigorous penaltiés that are provided under the statutes in which they 
move as contrasted with the remedies which are av: ailable to the Fed- 
eral Trade Commission. But I do want you to know that 

Senator Jackson. Your remedies are not of a criminal nature? 

Mr. Brices. That is correct. 

Senator Jackson. Your remedies are in the form of restraining 
orders, cease and desist orders, and so on ? 

Mr. Briaes. That is correct. 

Senator Jackson. What I am getting at is this: Do you have au- 
thority to deal with this problem in the area and in the w ay that you 
normally handle misrepresentations? Does it represent a new situ- 
ation where you need additional legislative authority to be effective! 

Mr. Briaas. As an individual, I would like to see that we would 
have the same injunctive power that we have in regard to foods, 
drugs, devices and cosmetics, whereby we could show or make a show- 
ing to a judge that there have been four or five fraudulent trans- 
actions, and thereby establishing fully in his mind that this is a prac- 
tice and not an isolated instance, and that upon that basis he would 
permit us or he would issue for us an injunction, either permanent 
or pendente lite. 

However, that power has not been given to us except as to food, 
drugs, devices, and cosmetics. 

Now, as to the effectiveness of our regular procedures, I would say 
that it has been fairly effective. We issued a cease and desist order 
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against one firm doing over $1 million worth of business per annum, 
and they went out of business in a week. 

Senator Jackson. Which firm was that ? 

Mr. Briaes. That is the National Business and Property Exchange, 
Inc. 

So I cannot say that our procedures have been ineffectual. But 
they have not been rapid and a great deal of harm can be done while 
we go through our regular procedures. 

Senator Jackson. As you have indicated, expressing your own per- 
sonal opinion, it might be helpful to bring this subject matter within 
the purview of the applicable provisions of the Food and Drug Act. 
This would make your enforcement power maybe more effective, 
especially in those persistent cases with which you have to deal. 

Mr. Briccs. As you know, Senator, from section 12, and for several 
sections on, in our basic act, we now have unusual powers in dealing 
with the advertising and sale practices relating to foods, drugs, 
devices, and cosmetics. If we had a somewhat similar power limited 
perhaps to the more flagrant types of unfair methods of competition 
or unfair or deceptive acts or practices, we would have a much more 
prompt remedy than we now possess. We are factfinders, and I sup- 
pose most of the matters which we investigate in the public interest 
are closed out. We do not have a prosecution complex. However, 
where we do tind a violation of law, we do go after it and go after it 
hard. 

I can say to you with a great deal of pride that we were among the 
first in this field, and perhaps with not the best remedy in the world, we 
did the very best we could. 

Senator Munpr. I think you have made a very interesting sugges- 
tion, Mr. Briggs, for approaching this problem. I would like to sug- 
gest that while you have this morning given this as your individual 
point of view, when you return you discuss this with other members 
of your staff and then send to the chairman of the committee for 
inclusion in the record as a recommendation specific language which 

ou feel might be incorporated in your basic act to meet this problem 
insofar as it would strengthen the hand of the Federal Trade 
Commission. 

Are you willing to do that? 

Mr. Briaes. I would be very happy to make that recommendation. 

Senator Jackson. I think that is in order, Senator Mundt. I will 
go a step further and ask that he take it up with the chairman, so 
that we can get the official position from the Commission, and if you 
advise your chairman that our committee is requesting that advice 
and counsel, we would appreciate it. 

Mr. Briaes. I am very glad that you made that suggestion, gen- 
tlemen, and I assure you that if we are granted that power, we will 
use it very wisely. 

Senator Munpr. It may very well be as we proceed with the hear- 
ings that the Post Office may say, “If we had just a little additional 
club,” and you may say, “If we had a little additional power,” and 
the Attorney General might say that too. Perhaps without any 
new basic legislation whatsoever, but with just a shoring up some of 
our existing bills, we can get at these racketeers who seem to shift 
from one type of racket to another as fast as the hot breath of Gov- 
ernment starts to bear down upon them. 
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Mr. Briees. May I cite you an example that comes to mind, Senator 
Mundt? 

We had a trial examiner, a very fine gentleman, who suffered g 
heart attack, and he was necessarily absent for quite some time. He 

was in the middle of hearings on one of our larger cases of this type, 
which we have been discussing, and we could not replace him because 
of the fear of a challenge that the new trial examiner did not have 
the right of confrontation before the witnesses which had already 
been heard. 

So there was delay. We received perhaps hundreds of letters ag 
a result of that delay. 

In the meantime, the company was merrily going along its way, 

The type of remedy of which I spoke would obviate that and many 
other such possibilities. Or it might doso. 

Senator Jackson. I think, too, Mr. Briggs, if I may suggest this, 
that in drafting for the committee’s benefit possible legislation i in this 
field it be as broad as possible to deal with the utilization of fraud 
and deception to obtain something of value in interstate commerce, 

Last year we held hearings on the real-estate problem, and this year 
it is on the lending business, and next year might be on something 
else, and so I think it would be well to keep in mind that what we 
are aiming at, of course, pertains to fraud and deception in the broad 
business community where the States cannot act. 

I believe if we give some thought to that type of legislative ap- 
proach we can anticipate these crooks and deal w ith them more 
effectively. 

Senator Munpr. That is right. We are usually in the process of 
locking up the barn after the horse has been stolen; and maybe we 
can figure out a way to stop the thieves before they begin. 

Senator Jackson. You are not dealing in the criminal area, and I 
think broad legislation is possible. When you get into the criminal 
statute, then you have to be reasonably specific ; but in this area, where 
injunctive power of one form or another is an indispensable arm of 
enforcement, I think it would be well to anticipate the behavior of 
these people, which is that they will certainly move from one field 
where they have been excluded to a new and a more fertile one. 
There must be many fields that they can readily plow their dirty 
furrow. 

Mr. Briaes. I agree with that statement, and I would be very happy 
to do that. 

May I say that as to the statement regarding jurisdiction that our 
organic act has a little broader jurisdiction than that. It includes 
foreign commerce and commerce in areas where the Federal Govern- 
ment has plenary power, as well as in interstate commerce. 

Would you consider that your statement might be broadened to 
include the commerce as defined in our statute, : and not limited to inter- 
state commerce, but to commerce as defined in our statute? 

Senator Jackson. When I use the term “the power of interstate 
commerce,” I am not referring just to interstate commerce alone, but 
it would include those matters which affect interstate commerce, which 
I think our courts have held is the other area of jurisdiction. 

Ts that what you had in mind ? 

Mr. Brices. No. I think the court in the Bunte case told us that 
we did not have that particular jurisdiction. I was talking about 
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foreign commerce and commerce in areas like the District of Columbia, 
where the Federal Government has plenary power. 

In other words, instead of confining this new weapon or new remedy 
to interstate commerce alone, it would be used in commerce as defined 
in our Federal Trade Commission Act, which is a little broader than 
interstate commerce. 

Senator Jackson. How is that defined, in general, without quoting 
it? How far does it go? 

Mr. Brices. I cannot quote it word for word, but it embraces three 
types of jurisdiction, interstate commerce, foreign commerce—that is, 
commerce between this country and foreign nations—and commerce 
in areas where the Federal Government has plenary power, like the 
District of Columbia. 

Senator Jackson. I think that it should include all of that, but 
did you say the court has held that you could not have constitutional 
authority to deal with situations in which the operation has a sub- 
stantial effect on interstate commerce or did they simply say that the 
statute under which you were operaing was not broad enough to 
include that situation ? 

Mr. Briccs. We presented a case on that theory, known as the 
Bunte decision, or the Bunte Candy Co. was the respondent. 

In that decision, the court told us that if we ever had that power 
we were about 20 years too late in asking for it, and that although 
other Federal agencies regulating trade had that power, that it was 
not expressly written into the Federal Trade Commision Act and 
that therefore in the court’s opinion, the Federal Trade Commission 
does not have power over intrastate acts adversely affecting interstate 
commerce. 

Senator Jackson. You have answered the thing that was on my 
mind. That is, we have the authority to give it to you. 

Mr. Brices. Indeed you do, and we would love to have you give it 
to us. 

Senator Jackson. I understood that. I couldn’t quite get the rea- 
soning there that we didn’t have that authority. 

Mr. Briacs. We would be very glad to receive it. 

Senator Jackson. In that connection, I wish in any drafting that 
you would include both categories, because otherwise these people 
operate in such a fashion as to avoid direct interstate commerce, but 
their operations can become of such magnitude that they will have a 
substantial effect on interstate commerce, and I believe the Supreme 
Court has held that the Federal Government certainly has a right 
to occupy this field and to promote commerce and to preserve the free 
flow of commerce as such. 

Mr. Briaas. It can readily be given to us, and we would be happy 
to receive it. 

Senator Jackson. We appreciate that, if you will include that in 
your proposed draft. 

Senator Munnr. I think that legislation should be drawn, also, or 
it can be so drafted that it doesn’t preempt the field to the point where 
this New York statute may become inoperative. I think that we should 
maintain that right of the States certainly to act in intrastate com- 
merce. 

Mr. Briaes. I didn’t hear that statement; I am sorry. 
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Senator Munpr. I think that we should be sure to protect the right 
of the States to write its legislation as New York State ap arently 
has done, from the quotations that I gave. We would not like to see 
the whole field preempted by the Federal Government. 

Mr. Brices. Senator Mundt, in the ty pe of jurisdiction that we have 
here, that requirement has been written into the basic laws or organic 
acts ‘of a number of the administrative agencies that have been set 
up since the Federal Trade Commission. In fact, when the repre- 
sentatives came to us and asked our advice, as to how to suggest an 
organic act, we did give them that suggestion. 

The Department of Justice proceeds under the Sherman Act in that 
regard. Some of the landmark cases have been the Bedford Stone- 
cutters case. There is also the Chicken Union case, and the Kugene V. 
Debs case, sometimes known as the Danbury Hatters case, and in all 
of those instances there was an intrastate activ ity which was so closely 
interrelated with interstate commerce, having the effect of damming 
up or holding back interstate commerce as it moved into the borders 
of a State, that it was felt that the Department of Justice charged with 
administering the Sherman Act should have that power. 

Now, the Federal Trade Commission has been said not to have that 
power, but if we have been 20 years late in trying to read that into our 
statute, we would like to have you give us this jurisdiction, and be ona 
par with the other agencies in that regard, and we can assure you that it 
1s my personal opinion we can assure you we will make up for lost time. 

Senator Jackson. That wouldn’t affect the situation you have in 
mind. I think the real danger that might arise in connection with 
certain situations where the States are desirous of helping is that the 
defendant will come in and rely on the fact that he is engaged in inter- 
state commerce in connection with the offended act, and he sets that up 
as a defense and then the State statute falls, and it can be worded in 
such a way as to do away with the no-man’s-land problem. 

I think that is what you have in mind, and not invalidating the 
State statutes. 

Of course, we could not pass any legislation that would affect in any 
manner, shape, or form, a purely intrastate transaction. I am sure 
that there would be no problem in that. 

Senator Munpr. Good, that is what I had in mind. 

Mr. O’Donne t.: Mr. Briggs, have you or the Federal Trade Com- 
mis filed any compliants against any organiaztion in the lenders 
group ? 

Mr. Briees. Against institutions who are lending the money, you 
mean ? 

Mr. O’DonneELu. The people that are in this operation, insofar as 
those that are trying to secure loans for the small businessmen. 

Mr. Brices. Have we issued any cease or desist order, you mean? 

Mr.O’Donnew. Any complaints. 

Mr. Brices. Complaints? Oh, yes, and we are at trial now in sev- 
eral cases. 

Mr. O’DonneEtt. Would you recap those complaints for us, by name, 
if you will? 

Mr. Brices. Mr. Murphy will go into that later in the morning. 
I don’t mind going ahead. I am not within the Bureau of Litigation 
and I am not as familiar with the progress that they have made in 
each of those cases as he is. 
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Mr. O’Donne.xt. Can you supply it to the committee at a later 
date? LA 

Mr. Brices. I will be glad to submit a written report citing our 
progress in those cases, and including copies of our complaints. 

Mr. O’Donne tt. I am thinking specifically of, for example 1 know 

ou have a complaint out against Lenders Service Corp. 

Mr. Brices. Yes; and that is an outgrowth of one of the Ford 
companies, which was engaged in the advance fee real estate and re- 
lated personal property field, and their transition was into the loan 
field, and they set up a new corporation known as Lenders Service 
Corp. zs : 
Now, as to another one of those cases, it involves Casey & Associ- 
ates. ‘That also is out of one of the old Ford cases, Charles Ford, of 
Midwest, I believe it was, and when they found that this was an 
extremely lucrative operation there was a transition. 

As you gentlemen Saaes we are at issue in these cases, and I am not 
in a position of advising you today that these people have violated 
the law. We take the position that they have and they may convince 
us that they have not. 

I would be glad to file a written statement with you, with copies of 
the complaints. 

Senator Jackson. Thank you very much, Mr. Briggs. 

Mr. U. T. Thompson. 

Do you solemnly swear that the evidence you shall give before this 
subcommittee shall be the truth, the whole truth, and nothing but the 
truth, so help you God ? 

Mr. THomeson, I do. 


TESTIMONY OF U. T. THOMPSON 


Senator Jackson. State your name and business, please. 

Mr. THompson. Mr. Chairman and members of the committee, I 
would like to read a brief statement. 

Senator Jackson. Maybe you misunderstood me. Will you state 
your name and your business ¢ 

Mr. Tuompson. My name is U. T. Thompson, and I am executive 
vice president and a member of the board of directors of the Lenders 
Service Corp. 

Senator Jackson. And where is it located ? 

Mr. Tuomeson. Los Angeles, Calif. 

Senator Jackson. You may read your statement. 

Mr. TuHomprson. My name is U. T. Thompson, and I appear here 
voluntarily to offer such testimony as might be helpful to this com- 
mittee. 

I am 49 years of age and have spent 25 of these years as a small 
business financial consultant. Until I moved to California several 
years ago I spent my entire life with the Lawrence Warehouse Co. 
and, later, the American Express of New York. With the American 
Express I was cofounder of their field warehousing activities, which 
isa financial service for small business. 

I resigned the latter position to come to California several years 
ago where I was self-employed as a small-business financial consult- 
ant. 
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While in California I have been very active in my small-business 
consultant activities and have devoted a great deal ‘of my personal 
time gratuitously to various trade assoc iations and other related 
groups interested in the problems of small business. 

I have been active in the above capacity with the Southern Calj- 
fornia Credit Men’s Association, the Graduate School of Business at 
UCLA, where I recently was made a member of the faculty confer. 
ence staff on small business. I am currently engaged in a research 
and development program in behalf of the problems ‘of small- business 
financing with Dr. Alan Coleman of the Graduate School of Business 
of Harvard U niversity. 

In addition, for over 2 years, up to the present, I have collaborated 
with Mr. Alex C ampbell, financial editor of the Los Angeles Herald 
Express, the largest afternoon newspaper in the West, in a series of 
articles known as “The Small Business Clinic Series.” Over 40,000 
words and some 41 feature financial editorials have been written for 
small businessmen, and the series today has received wide national 
interest. 

All activities mentioned above have been with the full approval of 
my associates, Lenders Service Corp. I have devoted over a third 
of my time to these public services, with the full approval of my 
associates and with their support. 

I have written a number of articles on the problems of small busi- 
ness in banking publications and trade publications. 

I am the founder of Secured Distr rations which, today, is in wide 
use as a credit instrument to assist small businessmen in financing 
their inventories. 

In view of my background, having devoted my entire life to small- 
business problems, I feel I can safely discuss any questions you care 
to put to me concerning any matter related to our small-business 
economy. 

Thank you for letting me make that statement. 

Mr. O’Donnett. Mr. Thompson, could you tell us when you first 
became affiliated with Lenders Service, Inc. ? 

Mr. Tuompson. To the best of my knowledge, I can’t remember 
the exact date, but I was retained by them as a small-business finance 
consultant in December of 1957, and I acted in that capacity, I would 
say, up to about the 27th of February of 1958. 

Mr. O’Donnetx. At that time, you became the executive vice presi- 
dent; am I correct? 

Mr. Tuompson. I was offered as a result of my recommendation to 
this organization, as to what they should do to get this company 
properly airborne, the position of executive vice ~ president and a 
member of the board of directors. In other words, they wanted me 
to carry out the program I had authorized and recommended to them; 
that is right, sir. 

Mr. O’ *DoNNELL. Prior to your going to work with Lenders, Inc., 
what had you done in checking out the or ganization and what had 
you found out ? 

Mr. Tromrson. Asa consultant, you mean? 

Mr. O’Donne tx. Yes. 

Mr. Tuompson. It was a very thorough investigation, and if I may 
be permitted to say so, I am a professional investigator by trade, asa 
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fnancial man, and therefore it was conclusive. I checked with every 
bank which this company had done business with under the name 
of Business Mart of America. 

Mr. O’Donnett. That Business Mart of America is the one that 

was operated by the president and that was in the advance fee real 
estate business ? 

Mr. THompson. Sol understood at the time. 

Mr. O’DonNELL. Go ahead. 

Senator Jackson. Were you familiar with their difficulties ? 

Mr. THompson. I became familiar, Senator, with their difficulties. 

Senator Jackson. I meant when they were in the real estate advance 
fee business. 

Mr. Tuompson. No, I was not. 

Senator Jackson. Did you look into that at all ? 

Mr. THomrson. During the course of my investigation, when I 
was a consultant, yes, I did. 

Senator Jackson. What did you find ? 

Mr. Tuompson. I found that the antecedents left a lot to be desired 
by way of performance, and that they had had difficulties with several 
regulator, y agencies. 

Senator JACKSON. It wasn’t a very good record, was it, from the 
standpoint 

Mr. Toompson. According to the record, no, but as I interpret, there 
are two sides to the question, but the record showed that a lot had 
been left to be desired. 

Mr. O’Donnetu. Didn’t many of your close business friends advise 
you not to go into Lenders Service, Inc. ? 

Mr. THompson. Well, yes, Mr. O’Donnell, solely because in the 
course of my capacity as a consultant, I was dealing with friends of 
long standing, namely bankers who had had experience with the 
predecessor company. In the course of making their confidential 
credit files available to me for the purpose of my analysis, naturally 
they wanted to know why I was interested, and I told them. I was 
advised not to join them on a full-time basis. 

Mr. O’DonneELL. Could you tell us why, despite this advice that you 
received, you did go with Lenders Service, Inc. ? 

Mr. Tuomrson. I would be glad to, Mr. O’Donnell. 

Having devoted all of my life to the problems of small business, 
the only field I know, I was quite amazed 

Senator Jackson. Before you go into that, you say you have de- 
voted all of your life to small business. and you said earlier, “T spent 
my entire life with the Lawrence Warehouse Co. 

Mr. Tuomeson. I can clear that up, Senator. 

Senator Jackson. I am a little confused. 

Mr. THomrson. Both the Lawrence Warehouse Co. and the Ameri- 
can Express Field Warehousing Corp. perform a service known as 
field warehousing, which by any other name is nothing more than a 
service to assist small businessmen who need inventory “financing and 
cannot qualify for bank credit on the basis of their statement. There 
a question of security comes up, and under the Uniform Warehouse 
Receipts Act, which you gentlemen know Congress approved a number 
of years ago, and it is now uniform law, the merchant may pledge 
“ inventory toa bank via the w arehousing method, for collateral for 
a loan. 
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So by any other way, field warehousing is nothing more than 
service to help small business. 

Senator Jackson. You were associated with a large company, sery- 
icing small firms ? 

Mr. Tuompson. I have always been associated with some of the 
outstanding companies of the country, engaged by them while I was 
with either Lawrence or American, to assist them in solving their own 
problems with their own small business clients. 

Senator Jackson. What is your educational background ? 

Mr. Tuompson. My educational background is limited. I finished 
high school, and I went to work. Years later, however, I took it upon 
myself to acquire an educational background by going to night school, 
and currently I am going to the graduate school of credit and finan- 
cial management, at Dartmouth, and I have 2 more years to go, and 
my transfer has been approved, and I hope to complete my work at 
Stanford University later on this year. 

Senator Jackson. I didn’t quite understand. You are going to 
graduate school ? 

Mr. Tuompson. That is right, sir. 

Senator Jackson. How do you go to graduate school before you 
ever get a degree ? 

Mr. Tuompson. It is rather unique, gentlemen, insofar 

Senator Jackson. I don’t say you have to have a college education, 
but I am just curious about the statement here, and I am trying to 
figure it out. 

Mr. Tuompson. It is simply this: I would assume, if I may be per- 
mitted to say so, because of the contributions that I have made to the 
cause of small business and their business problems and my knowledge 
of these problems, the National Research Foundation considered me 
eligible. Asa rule, your only right, only professional people are per- 
mitted to go to these graduate schools, but in my case they made an 
exception. 

Senator Jackson. Will you get a graduate degree ? 

Mr. Tuompson. That is right, sir. 

Senator Jackson. You will get what, a master’s ? 

Mr. Tompson. Oh, no, a graduate degree issued by the graduate 
school of credit and finance, showing that I have passed. the profes- 
sional course. 

Senator Jackson. You geta certificate ? 

Mr. Tuomeson. Yes, sir. 

Senator Jackson. You state in your prepared statement that you 
have been active in the above capacity of small business with Southern 
California Credit Men’s Association, and the Graduate School of 
Businessin UCLA. In what capacity is that? 

Mr. THomrson. The Graduate School of Business of UCLA, as 
you may, or may not know, is doing one of the outstanding jobs in the 
country as far as universities go, in trying to provide programs, educa- 
tional programs to help the small business economy of California. 
Many universities, as you gentlemen know, conduct these courses. 
Recently, they have joined forces with the Small Business Administra- 
tion in putting on seminars and workshops. I believe that just recently 
the second seminar was conducted in Lake Arrowhead, shared jointly 
by Small Business Administration and UCLA. 
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Senator Jackson. Are you serving, as you say, “where I recently 
was made a member of the faculty conference staff on small business” ? 
You are not a member of the faculty of UCLA, are you? 

Mr. Tuomrson. Only as I have outlined it there, of the small busi- 
ness conference faculty. 

Senator Jackson. That is just where they bring in business people 
who have had some experience in business. But you are not in a 

rofessional teaching capacity, are you? 

Mr. Tuomrson. Oddly enough, Senator, I am one of the few non- 

rofessional members of that board, and I would be glad to submit 
a brochure which substantiates that. 

Senator Jackson. That is not necessary. I am just trying to under- 
stand this. There are some new wrinkles in teaching. Are you a 
paid member of the faculty ? 

Mr. THomrson. No, sir; Iam not. I am an honorary member. 

Senator Jackson. You are an honorary member ? 

Mr. THompson. Yes, sir. 

Senator JACKSON. So you are not on the faculty of UCLA in any 
manner, shape, or form, are you? 

Mr. THomrson. No. 

Senator Jackson. All right. 

Mr. O’DonnELL. wv ill you continue and explain why you went with 
Lenders Service, Inc. ? 

Senator Jackson. Let me finish. You say you are currently en- 

ged in a research and development program in behalf of the prob- 
lems of small business financing with Dr. Alan Coleman of the Gradu- 
ate Sehool of Business of Harvard University. In other words, you 
are bringing in here the Harvard Graduate School of Business? 

Mr. THuomrson. That is correct. 

Senator Jackson. One of the outstanding ones in the country. 

Mr. THompson. That is correct. 

Senator Jackson. Now I mean it sounds as if you have something 
to do with the Graduate School of Business of Harvard. 

Mr. Tuomrson. I am. 

Senator Jackson. Tell me about that. How direct, or how remote 
is that ? 

Mr. Tuomrson. That is a very direct relationship, and I just re- 
cently had the pleasure of having Dr. Alan Coleman as my guest in 
California, and I believe most of the newspapers carried ‘the story, 
and I would be glad to submit it to you. 

Senator Jackson. That is not important. 

Mr. THomrson. Only in this respect, that they formally made an 
announcement that such a committee had been set up to study the prob- 
lems of small business financing in southern California, and it named 
the members of the committee. 

Senator Jackson. Whoset up the committee ? 

Mr. Tuomrson. This was set up by the Southern California Credit 
Men’s Association to work with, through this formal channel, the 
graduate school of business of Harvard University on this particular 
study. 

Senator Jackson. You were not designated by Harvard University ? 

Mr. Tuomrson. Well, as a matter of fact’ they approached me, 
Senator. 
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Senator Jackson. Who approached you? 

Mr. Tuompson. Dr. Alan Coleman, and told me of his university's 
interest in conducting such a study, and because of my background, 
I would assume, for ‘having served small business, he asked me my 
advice and suggestions as to how this material might be put together 
so that he could complete his study. 

Senator Jackson. Let me ask you this question: “W ere you desig- 
nated by Harvard University to serve on this committee ?’ 

Mr. Tuomeson. No. I was designated and I would be glad to give 
you supporting letters, from Dr. Alan Coleman, to work w vith him. 

Senator Jackson. You were designated by w hom / 

Mr. Tuompson. By Dr. Alan Coleman as listed there. 

Senator Jackson. For what ? 

Mr. THomrson. For the pur pose of completing a survey on the 
problems of small business financing 

Senator Jackson. For Harvard U niversity / : 

Mr. Tuoompson. That is right. 

Senator Jackson. You individually / 

Mr. Tuomrson. That is right, sir. 

May I qualify that? Originally that was the intent. However, to 
dignify this work, I suggested to Dr. Alan Coleman that I would like 
to bring such a study under the auspices of the Southern California 
Credit Men’s Association, and with that association’s approval a meet- 
ing was arranged between Dr. Alan Coleman, the head of that associa- 
tion, and formal arrangements at that time were concluded to go ahead 
on that basis. 

Senator Jackson. We are now to understand that originally Dr. 
Coleman asked you as an individual to make this study for him ? 

Mr. Tuomrson. That is correct, sir, to work with him, and to col- 
laborate. 

Senator Jackson. To collaborate with him? 

Mr. Tuomeson. That is right. 

Senator Jackson. On small business financing in southern Cali- 
fornia or in general ? 

Mr. Tuomeson. Well, as a matter of fact, Senator, we originally 
were going to do it on a broad basis, but I preferred, and Dr. Alan 
Coleman went along with my recommendation, to use southern Cali- 
fornia solely because unfortunately we led the Nation out there in 
small business failures, as you probably know, and I felt we had more 

“ase history there, live case history, to make available to the university 
than any other section of the country, plus the fact that the credit 
association of southern California had agreed to work with me in 
making these actual case ee available to the university. 

Senator Jackson. When were you designated by Dr. Alan Coleman 
to serve in this research and development program ? 

Mr. THompson. Several months ago, the first part of the year. 

Senator Jackson. Do you have a letter from him? 

Mr. Tuomrson. Oh, yes; I have ample correspondence and I would 
be glad to submit it to you. 

Senator Jackson. Will you submit that information to the com- 
mittee ? 

Mr. Tuomeson. It isa pleasure. 
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Mr. O’DonnELL. Will you explain why you went with Lenders 
Service, Inc., despite the adverse information you received concern- 
ing it ? 

Mr. Tompson. Mr. O’Donnell, I did it for one reason, and I gave 
it a great deal of thought. The principals of Lenders Service Corp., 
Mr. ‘Miller and Mr. Ruttenberg and Mr. Sampson, had conceived a 
concept for helping small business that frankly I never thought of 
before, and it was unique. I felt that the cone ept of giving “small 
business a place to go to, to state his case for capital, was not only 
unique but something that if properly set up and carried out could 
do a great deal to help the small business economy of this country. 
I think the Federal Reserve report on April 11 of 1958, if you gentle- 
men have read it, on small business financing, which i in my opinion is 
the finest statement ever made, brings out ver y, very definitely that 
one of the greatest problems of small business is to find an accredited 
place they can go to state their case for capital. 

Senator Jackson. Before you proceed further, I wanted to inquire, 
Mr, Thompson, about your association with the ‘Los Angeles Herald- 
Express. Are you paid by them ¢ 

Mr. Tuompson. No, sir; I am not. Everything that I do for the 
Los Angeles Herald-Express is done as a public service. If I may be 
permitted to say so, virtually every article that they have run, and I 
am sure they will confirm this, if you wish, is my theory and my 
material, and I do all of the leg work and all the research, and then 
provide the material to the Herald-Express and, of course, it is their 
prerogative either to do the story or not. 

Senator Jackson. Is it run under your name? 

Mr. THompson. No, sir; it is not. It is run under the name of Mr. 
Alex Campbell, financial editor of the Los Angeles Herald Express. 

Senator Jackson. Well, this is quite a gratuitous undertaking, I 
would think, or in-other words, you ghost all lof it? 

Mr. Tompson. That is an understatement. 

Senator Jackson. You ghost all of this for Mr. Alex Campbell, 
the financial editor of the Los Angeles Herald Express? 

Mr. THompson. That is correct. 

Senator Jackson. You are one of these unpaid ghostwriters; is 
that right ? 

Mr. Tompson. That is correct. 

Senator Jackson. Which is really even more interesting, that you 
are a ghostwriter for a writer. 

Mr. Tompson. I would like to be very honest with you, Senator. 

When I left New York and went West, I think some of my friends 
will be glad to testify, and I think some of them here will tell you that 
I stopped off iong enough to let them know that I had spent all of my 
life crusading for small business, and I had some new theories that I 
wanted to try and put into motion, and I felt the best place to test 
these theories was in the one State where we had the greatest. prob- 
lem in terms of business failures, namely, California. 

That is why I went out there. I do not mind confessing that I 
spent months trying to sell not only my theory as to what big business 
could do to help small business, but offered my services with it. 

U fortunately nobody was interested. I am trying to answer your 
question, and I am about to answer it, and may I continue, Senator? 
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Senator Jackson. I just had a couple of simple questions. 

Mr. Tuomrson. This is my answer as to why I went to the Herald 
Express and gratuitously gave this away, because no one would be- 
lieve in my theories as to what small business needed, and I had 
walked in cold turkey to the Los Angeles Herald Express and pre- 
sented my credentials by way of background, and showed them some 
research and material which had cost me many thousands of dollars 
to produce and I said, “Here, you can have it, I do feel it is a public 
service, and you ought to run it and it is needed.” 

Much to my surprise, 2 weeks later they called me back, and they 
said, “We are interested, and come on and we will start doing the 
stories.” 

Senator Jackson. What I want to get at here, is your exact working 
relationship with Mr. Campbell and the paper. 

Do I understand that you write articles from day to day, or what is 
the arrangement / 

Mr. THomreson. These articles are run periodically. 

Senator Jackson. How often do you supply articles and for how 
long a period of time has this been going on ¢ 

Mr. TuHompson. This has been going on since, I believe, about April 
11, of 1957. 

The first story would be on the cabinet committee of small business, 

Senator Jackson. About 2 years? 

Mr. Tuompson. That is right. 

Senator Jackson. How many articles have you submitted which 
appeared under his name / 

Mr. Tuompson. I would say, Senator, around 40, and I have 
already given a copy of some of these reprinted articles to Mr. O’Don- 
nell, and there are three or four missing, Mr. O’Donnell, but they run 
40 or better. 

Senator Jackson. About 40 or better in this 2-year period ? 

Mr. Tuompson. That is right. 

Senator Jackson. Has this relationship continued ? 

Mr. THompson. It still continues. 

Senator Jackson. When was your last article? 

Mr. Tuompson. The last article we did was very recently, and we 
did one. 

Senator Jackson. What do you mean “we” ? 

Mr. Tuompson. Mr. Campbell and myself. 

Senator Jackson. I thought that you were writing them. Go 
ahead. 

Mr. Tuomrson. On the SBIC’s program, and then later an article, 
I believe just 2 weeks after that, on customer counseling. 

Senator Jackson. As I understand you, you do this gratuitously, 
and you don’t have any written or formal agreement with him. 

Mr. THompson. Absolutely, you are correct. 

Mr. O’Donnetx. Did you receive any information concerning Lend- 
ers Service, Inc., from the various better business bureaus? 

Mr. Tuompson. Yes, as a matter of fact, Mr. O’Donnell, I did. 

Mr. O’Donnewti. What were their comments in general ? 

Mr. THompson. Virtually, as you now read them today, they have 
not changed their report very much. They dealt primarily, the first 
time I saw them, as a consultant, with the antecedents of Business 
Mart of America, and Charles Ford. 
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In discussing these reports openly with my associates, with the time 
you appreciate, I was discussing it in a consulting capacity, they 
cod that the report was correct with a number of minor errors. 

I then undertook to get these antecedents straightened out with the 
Better Business Bureau of Los Angeles, merely to get the record to 
read correctly. 

Mr. O’DonneELL. But what was their basic recommendation or con- 
clusion, that you became aware of at the time you went to work for 
Lenders Service, Inc. ? 

Mr. THomrson. My conclusions 

Mr. O’Donnett. Their conclusions, and not yours. 

Mr. THomrson. The conclusions of the Better Business Bureau ? 

Mr. O’DonNELL. Yes. 

Mr. THomrson. Very frankly, the Better Business Bureau, I am 
sure this goes in order to say, felt strongly about me joining this 
corporation. 

Mr. O’DonnELL. Why ? 

Mr. TuHomrson. Because they were convinced, based on their own 
record, covering the antecedents, that the same practices could possibly 
continue in the new corporation. 

Mr. O’Donnetit. And what was their belief insofar as the ante- 
cedents were concerned? What did they recommend to you as such? 
Did they state that this is a racket, stay out of it? 

Mr. Toomrson. No; they didn’t. 

Mr. O’DonneEtt. What did they say ? 

Mr. Tuomrson. They felt that this could follow the same ante- 
cedents of the Business Mart of America. 

Mr. O’DonneELL. Well now, you had all of this warning and you 
still went to work with them, because of this small business concept 
that you had. While you were with this firm, during last summer, 
they hired a fellow by the name of Wayne Jones, and you were aware 
of that, Iam sure. 

Mr. THomrson. Yes;I was aware of it. 

Mr. O’Donne.t. What happened with regard to his appointment ? 
Yell, I handled the entire relationship, and this 





Mr. THomrson. W 
was done at my request. When I joined this corporation, I said I 
would like to have the responsibility of keeping the Better Business 
Bureau informed. My associates agreed. 

So the Better Business Bureau called me and told me about this chap, 
Wayne Jones, and I might add I have not had, nor do I have, any re- 
sponsibility with sales, and so Jones was a new name to me. I went 
down and they showed me his antecedents, and I returned, and dis- 
cussed it with my associates, and including the complete revelation of 
the BBB, and shortly thereafter to the best of my knowledge, Mr. 
Jones was released. I insisted on it. 

Mr. O’DonneLt. At a later date, I think it was last fall, didn’t you 
run into a lot of complaints against Lenders Service, by accident, that 
were on your desk ? 

Mr. Tuompson. That is correct, in terms of misrepresentation. 

Mr. O’Donnett. What did you do with regard to those complaints ? 

Mr. THomrson. I discussed the number of complaints, and I for- 
get how many there were at the time, maybe 10 or 15, if that, with my 
associates, and pointed out the need when complaints like this were 
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received, until we could determine whether there was a justification 
for the complaints pro or con, one thing we should do is acknowledge 
them right away. 

And we should let the customer know we were going to do some- 
thing about it and in subsequent complaints when they came in from 
the Better Business Bureau of Los Angeles to set up the same pro- 

cedure which I might add we have done. 

Mr. O’Donnety. Let me get into this for a moment. 

What was your particul: uw position with the company? And ] 
don’t mean executive vice president. But what were your functions 
or duties with the company ¢ 

Mr. Tompson. To contribute just two things: To acquire lend- 
ing sources, from banks, finance companies, and so on, and to engage 
in so-called industrial—bank relation and industrial relations pro- 
grams strictly. 

Mr. O’Donne.u. Did you have anything to do— 

Senator Jackson. Excuse me 1 right at that point. The title exeeu- 
tive vice president sounds to me like a fellow that runs the business, 
or the whole business. ; 

Mr. Trompson. I would like to correct that impression. Normally, 
you are right; in the average corporation that would be correct. ‘[ 
have already submitted to Mr. O'Donnell our organizational chart, 
and this is a rather unique setup insofar as the only departments that 
report to me are my own department; namely, the placement and 
financing department. I have nothing to do with sales or any of the 
other operations. 

Senator Jackson. Isn’t your title a little misleading to a business- 
man? I don’t know much about business, but I always understood 
that the executive vice president is the fellow who really runs the 
show. The president and chairman of the board draw bigger salaries, 
but they don’t execute policy, and that is what it means. 

Mr. Txomrson. Your observation is well taken, and you are abso- 
lutely correct. But in this particular case, it is not. 

Senator Jackson. You are an exception. 

Senator Munpr. You are a full-time officer of the association ? 

Mr. THompson. Yes, Senator, but as I testified earlier, with the 
only proviso that I still be permitted to spend a third of my time with 
these outside interests of mine, dealing with small business, which 
I have done consistently. 

Senator Munpr. But you do have an office in the headquarters of 
the Lenders Service. 

Mr. THomrson. Oh, yes. 

Senator Munpr. Your name is on the door? 

Mr. Tuomrson. That is right. 

Senator Munpr. And you are a full-time officer ? 

Mr. THompson. Yes, sir. 

Senator Munpr. Except you reserve a part of your time for other 
activities ? 

Mr. Tuompson. That is right. for sneaking engagement. and work- 
ing with the Herald Exnress. and credit associations. and things like 
that. 

Senator Muskie. You have mentioned several times. Mr. Thomp- 
son, that you devote one-third of your time to extracurricular activi- 
ties related to your interests in small business? 
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Mr. THomrson. Yes, sir. 

Senator Muskir. How widespread is your organization? Does it 
operate in more than one State 4 

Mr. Tuompson. That is right. It is a national organization. 

Senator Muskie. In how many States are you actually active ? 

Mr. Tuomeson. Virtually every State in the Union. 

Senator Muskie. Your headquarters is in Los Angeles? 

Mr. THomrson. Yes. 

Senator Muskir. You have agents assigned to every State in the 
Union ? 

Mr. Tompson. I cannot answer that question too intelligently, and 
this is out of my department as far as sales are concerned, but I can 
answer you this way, speaking for my department: We do have, or 
[ should say under my jurisdiction, I have regional finance officers in 
each one of these offices, who have nothing to do with sales, and they 
are merely my counterpart, and this is part of my original rec- 
ommendation to this corporation, and they call them banks, finance 
companies, and so on, and they are salaried men and their job i is to 
develop lenders. 

Senator Muskie. You call these people salesmen or agents? 

Mr. Tuompson. I call these people regional finance officers. 

Senator Muskie. Do you have people in the field who are called 
salesmen ? 

Mr. THomrson. That is right, sin 

Senator Muskir. What do they sell? 

Mr. THomeson. Well, they sell our service, small business financial 
consulting. 

Senator Musxir. Is your service a consulting service, or is it a pro- 
curement service, and is it procurement of lo: ans? 

Mr. THompson. Not the latter. 

Senator Muskie. It is a consulting service ? 

Mr. Tompson. A consulting service, and I have written a num- 
ber of articles spelling that right out. 

Senator Musktr. Do these salesmen have sales literature ? 

Mr. THomrson. Yes; they do. 

Senator Muskm. Brochures? 

Mr. THompson. Brochures, yes. 

Senator Muskie. What do these brochures undertake to cover? 

Mr. Tuomerson. A background of the corporation, and to be ver 
honest with you, I can’t specifically answer your question, and this 
again is the sales department, and I have never paid too much atten- 
tion to what they have in their kit. 

Senator Muskte. Does this literature have anything to say about 
the background of your company’s officers ? 

Mr. Tompson. No, sir. 

Senator Muskrr. Does this literature at any time every refer to the 
fact that you are associated with the University of California? 

Mr. Tompson. No, sir. 

Senator Muskir. Does it refer to the fact that you are associated 
with the Business School at Harvard University ? 

Mr. Tompson. No, sir. 

Senator Musxre. In other words, the company, or your company 


makes no use in its literature of your activities or this one-third of 
your time ? 
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Mr. Tompson. Senator, may I say this, in respect to my associates 
and in view of the very thing that you have just mentioned here, in 
the very beginning they agreed that such activities as I engage in on 
the outside are my own and related to small business, but not to be 
treated as a promotion by the company. ‘That is to bolster Lenders 
Services activities. 

Mr. O’Donneti. This might help: Do you not feel that Lender 
Service, Inc., on the sales end of it, in acquiring business, was using 
you in trying to get business ? 

Mr. Tuomrson. Well, I assume that is probably correct. 

Mr. O’Donnett. Well, didn’t you tell us this last night? 

Mr. Tuomrson. Yes; and I would say “Yes” and it is the same as 
any corporation would if they hired a specialist, would say, “We have 
now retained Mr. So-and-so and here is his background,” and to that 
extent, yes. 

Senator Jackson. It is not “retain”; you are the executive vice 
president, whatever that means. It is a new type of business experi- 
ence to me. I have never heard of a person who turns up as execu- 
tive vice president and then has really nothing to say about the busi- 
ness, particularly the end result dealing in the sales field which this 
committee is deeply concerned about. You have no control over that? 

Mr. Tuomrson. No, sir; nor would I have had time, because I had 
a big job and I would like to point out to this committee that when I 
joined this corporation 

Senator Jackson. Let us not go into that, and I don’t want to cut 
you off, but we have to move along here and we just want some answers 
to some of these questions. 

Just to follow what Senator Muskie said, do I understand that none 
of these matters are included in the kit or the brochure of the sales- 
man, the fact that you had some connection with Harvard Graduate 
School of Business, and the University of California at Los Angeles? 

Mr. Tuompson. I cannot recall anything like that, and there have 
been reprints. I attended a bankers convention last year, and I believe 
that the reprint of that ad, with my picture, was made a part of the 
kit. Iam notsure. 

Senator Jackson. Reprint of what ad? 

Mr. Tuompson. Of the ad showing that U. T. Thompson was repre- 
senting the company at the American Bankers Convention. 

Senator Jackson. What about all of these articles that you have 
been doing gratuitously for the paper? Do you ever get any reprints 
of those ? 

Mr. Tompson. Yes, sir, and I am very proud of what my associates 
did. Ican tell you 

Senator Jackson. So it isn’t all gratuitous, you do get reprints 
of these articles. 

Mr. Tuompson. I don’t understand your question, Senator. 

Senator Jackson. You get reprints of the articles from the Los 
Angeles paper, and how do you use them ? 

Mr. Tuomprson. We use them in only one way. 

Senator Jackson. What way ? 

Mr. Tuompson. My corporation because of the demand—let me 
qualify myself again, so that you will follow me correctly on this, 
and I don’t want anyone to misunderstand—because of the tremen- 
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dous demand for copies of these articles, the paper is not set up to 
furnish tearsheets, however, as a public service a number of months 
ago, late last year, the credit association said they would be de- 
lighted to send anyone wanting copies of these articles to them gratui- 
tously. ‘The demand became so great at that level, and finally they 
stopped it, and I asked my associates as a public service if they would 
care to reproduce at their cost, at their own expense, all of these 
articles, so that they could be made available to anyone who asked for 
them, and they agreed, and the Herald Express subsequently, on the 
next story we did, ran a little note that anyone wanting copies of 
these articles could obtain them from us. So this was done as a public 
service. 

Senator Musxkte. Do these articles make any reference to your par- 
ticipation in the preparation of them ? 

Mr. Tuompson. Not to my—the articles—I don’t believe so. After 
all, we wrote 41 articles, of around 40,000 words, and I can’t recall. 
I think in the present brochure, a copy of which I have given Mr. 
O'Donnell, in the letter from Mr. Lee Fortner of the excutive vice 
president of the Southern California Credit Men’s Association, he 
acknowledged my contribution, as does Mr. Alex Campbell of the 
Herald Express. 

Senator Muskie. But your contribution is not acknowledged in 
any of the articles ? 

Mr. TuHomrson. Not to my knowledge, and there would be no point 
of doing that. 

Senator Muskie. Your salesmen are in the business of selling your 
organization. 

Mr. THompson. That is right. 

Senator Musxre. And they never make reference in their sales talk 
or in the literature or in any way to your activities? 

Mr: THompson. I would have no way of knowing, and I know 
very few of the salesmen, and I think that I have only been to one 
sales meeting since I joined this corporation, and I listened to a re- 
cording tape of a sales presentation, and so I don’t know what they 
say. 

Senator Musxtr. In these sales schools, the salesmen are never 
instructed to make use of your activity in this extracurricula field ? 

Mr. THompeson. I have no way of being able to answer that ques- 
tion, and I don’t know. 

Senator Muskie. This is not a matter that is decided by company 
policy in any way? 

Mr. TuHomeson. Yes, but this would be at the sales level. 

Senator Muskie. You don’t know about that? 

Mr. THompson. This thought had not occurred to me, but to my 
knowledge it isn’t done. 

Senator Muskre. How do your salesmen go about selling your 
organization ? 

Mr. THompson. I cannot answer this question. This is strictly a 
sales activity. 

Senator Muskir. Are you under any illustions on this score, and 
do you feel that no reference is made to your activities ? 

Mr. THomrson. Oh, yes, I assume that there is, because I have been 
told that by some of my friends. 
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Mr. O’Donne tu. As a pract tical matter, haven’t you ascertained or 
found out that the salesmen in using you and your reputation haye 
been MIaREpreSOALNE J you in obtaining business for Lenders Service, 
Inc. ? 

Mr. Trromeson. Well, of course, Mr. O’Donnell, I don’t know ex. 
actly what the salesman might have said about my relationship with 
the corporation. 

Mr. O’Donnett. I know that, but didn’t you tell us last night, that 
you were overly concerned because your name was being used and 
bandied about, and they were using you as an opportunist insofar 
as securing business is concerned ? 

Mr. Tompson. And where my name is used for the purpose of 
acquiring business, on the basis of misrepresentation, I am definitely 
opposed to it. ; 

Mr. O’DonneELL. Now, , you just mentioned the word “misrepresenta- 
tion,” and where does that come into the picture ? 

Mr. Tuomrson. This I cannot answer , unless I have a particular 
example. 

Mr. O’Donnetu. But didn’t you ascertain th: at certs ain of the sales- 
men for this firm were using your name in misrepresentations that 
they were making? 

Mr. Tompson. Oh, yes, and in this connection several times clients 
that had been signed up by the sales department have gotten in touch 
with me directly, either by letter or by telephone calls, and they were 
under the misapprehension that they had direct access to me, and that 
I would be able to waive the magic wand and solve their problem. 

Now, these things have h: appened, and not too frequently, but they 
have happened, and I have had to explain in each instance that this 
is out of my department, and there is nothing I can do to be of any 
help to them unless it comes to me as an orderly and routine matter, 

Mr. O’DonneEu. Let me spell out exactly what you do for Lenders 
Service, if I may. 

You have nothing to do with the sales force insofar as securing 
business for Lenders Service. 

Mr. THomrpson. That is correct, sir. 

Mr. O’Donnett. The only thing that you are concerned with, and 
the regional officers are concerned with, are lining up lending insti- 
tutions in connection with the placing of potential loans. 

Mr. Tuompson. That is correct. 

Mr. O’Donneti. Do you actually, and do your men actually place 
or attempt to place a loan with the ins stitution, or do you merely line up 
the institution ¢ 

Mr. Tuomrson. Merely line it up. 

Mr. O’Donnext. All right, that is fine. 

Now, are you convince ed as of the present time, that Lenders Service, 
Inc., is a racket ? 

Mr. Tuomrson. Are we talking about the concept or are we talking 
about the sales application? That is a great deal of difference. 

Mr. O’DonneEtu. Iam talking about the unit as a whole. 

Mr. THomrson. The concept, no. The concept I feel, if properly 
handled, can be one of the greatest contributions in helping small 
business in this country. When I say “I”, I would like to qualify it, 
and say to this committee, that the st: itement I have made represents 
the viewpoint of some of the top bankers and businessmen of this 








ORGANIZED FRAUDULENT SCHEMES 35 


country, friends of mine who have gone over this. The concept can 
be a wonderful thing. 

Mr. O’DoNNELL. Let me interrupt, and we are not concerned with 
the concept but we are concerned with the operation of Lenders, Inc., 
and do you feel it isa racket? 

Mr. TrHomprson. As such, no. I would like to make this statement, 
though: I say yes, and I have written this down after our discussion 
last night, if you don’t mind, Mr. O’Donnell. I say yes, if sales means 

selling such a service as small business financi: ul consults ants, do so 
with false misrepresentations, to the client, that a sure loan or financial 
assistance will be the end result. 

Furthermore, if such incidents repeatedly happen involving the 
same salesman, and management fails to take proper and direct action, 
then management compounds the acts and must share this charge. 

Mr. O° Donneti: Now you are not a naive individual, I assume, be- 
cause of your business background. But here you went in with this 
firm, being advised by your friends not to, and during the course of the 
time that you were with the firm, which is roughly a little over a year 
since you started, you became aware of various things going on, and 
you are concerne d with the fact that they are using your name insofar 
as making you a fall guy, probably, insofar as their secur ing business 
is concerned. 

I cannot quite conceive of anyone being with this type of firm and 
stating it is not a racket as far as you are concerned. 

Mr. Tuompson. I would like to say this, if I may: Including the 
Better Business Bureau of Los Angeles, and a number of my banker 
friends, and people high in the credit fraternity who asked me why I 
was staying with Le nders Service C orp., I repeatedly said because I 
believed that the concept is sound, and I believe that in time I can help 
get acceptance for this concept and correct these deficiencies, such as 
they may be. I still say that the concept for helping small business is 
sound. 

I would like to make one last observation on this point. I have 
brought in during the period of the last 4 months, to look over our 
activities and procedures and the routines, several very well-known 
consultants or investors at the professional level, who have looked over 
this activity and they have not gone into the sales function, and who 
toa man have said that if properly handled this can represent the con- 
tribution that you think it can. 

Senator Munpr. As I understand your testimony, and your organ- 
ization, if there are deficiencies, and if there are misrepresentations, 
and if there are elements of racketeerism, they all center in the sales 
department because they are the people who contact the needy business- 
men and what is said or what is not said by your salesmen to the needy 
businessmen would determine whether or not this is a legitimate service 
oraracket would it not ? 

Mr. Tuompson. Yes. 

Senator Munpr. So I wonder why you don’t have your investi- 

gators and your consultants look at the sales service. You say they 
Took at ev erything except the sales service, and they look at ever ything 
except where the racket would have to operate. 

Mr. Tromrson. I would like to say this, Senator, if I may: Yes, I 
have made suggestions to my associates, although it wasn’t within my 
province to do | so, from the standpoint of a management man, as to 
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steps that might be taken to help cut down misrepresentations, and ] 
think that the record will show, and I believe the reports and admin- 
istrative routines that have been introduced as a result of my sugges. 
tions speak louder than words. The corporation has taken corrective 
action. 

Senator Munpr. I thought that you said that these outside consult- 
ants or investigators, and you used both terms—that these outside ex- 
perts apparently brought in to do an objective analysis to see what was 
right and what was wrong—I though you said that they could look 
anyplace they wanted to except in the sales division. 

Mr. THompeson. Oh, no. 

Senator Munpr. Did I misunderstand ? 

Mr. Tuomrson. I said I had no responsibility with the sales depart. 
ment. 

Senator Munpr. Well, you, as executive vice president, have respon- 
sibility that permeates the whole organization, of course, because your 
salary is derived from the money that your organization earns, and so 
if you are looking to see whether or not this is an appropriate and 
ethical and useful service, I would think that the place you would 
want to start to look would be to determine that your salesmen are not 
misrepresenting the services that you are equipped to provide. 

Mr. Tuomrson. Well, Senator, many of the suggestions, or I should 
say a number of the suggestions that have been made by outsiders who 
have looked over our services as to how it could be perfected, and how 
misrepresentation might be cut down, let us say—their views have 
been passed on to my associates and I think that the record will show 
that to the best of their ability, corrective action has been taken, and 
forms have been utilized, and special manuals have been prepared, and 
bulletins have been prepared on misrepresentation, and oh, yes, I must 
say, that the corporation, and particularly I would say beginning with 
about September of last year, concentrated very heavily on trying to 
control misrepresentation at the field level. This can be supported. 

Senator Munpr. Did the hearings which this committee conducted 
in July and August of last year help to stimulate this September 
activity of your organization, that accentuated the desire to eliminate 
this misrepresentation ? 

Mr. Tuompson. I wouldn’t know, Senator. ; 

Senator Munpr. How did it happen that they chose September ? 

Mr. TuHompson. The thing that stimulated my interest were the 
comments received from friends of mine, who had heard some of these 
rumblings in the street about misrepresentation. 

Senator Jackson. Who do you have—I will withdraw that and ask 
you this question: I take it that you have a number of good connec- 
tions with the banking community. 

Mr. Tuomeson. That is right, sir. 

Senator Jackson. Whoare you authorized to represent ? 

Mr. THompson. Would you mind putting that question another 
way, please, Senator, and when you say “authorized,” what do you 
mean ? 

Senator Jackson. That is a pretty important question and I will 
let it stand that way. 

Mr. Tuompson. Who am I authorized to represent; is that the 
question, may I ask ? 
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Senator Jackson. Read the question back to him. It is a very 
simple question. ) 

(The pending question was read by the reporter.) 

Mr. THompson. I assume that we are not talking about what we 
classify as accredited lenders. We are not authorized to represent 
anybody, Senator. We are authorized to do this: I have acquired 

Senator Jackson. Before you go into that, in your brochure, you 
have a long list of accredited lenders, and doesn’t that convey the im- 
pression certainly that you are authorized to represent these people? 

Mr. Tuompson. Well, let me say this, Senator, and I think that this 
may answer your question: I believe that I now understand what you 
are driving at. I personally directly and indirectly and also with the 
later help of our regional finance officers, have obtained what we call 
lenders classification schedule, and a copy of which has been sub- 
mitted to this committee. 

Senator Jackson. No; this is listed “accredited lenders.” 

Mr. THomrson. I will make my point, with your permission, in 
just a moment. ‘This lenders’ classification schedule is personally ne- 
gotiated with these lenders, and it outlines their loan policy and the 
type of loans they make, and the minimum amount that they will ex- 
tend, and the maximum amount, and how far they will go in looking 
ata loan. It does one last thing. Before it is acceptable to us, or I 
should say to me, it must bear the signature of a loan officer or some- 
one within that organization who is authorized to look at such business 
and financial reports as we submit to them. 

I offer this, if I may, as evidence of what I have just been talking 
about. 

Senator Jackson. What is it? 

Mr. Tuomrson. May I bring this up? 

(A document was handed to the Chair.) 

Mr. THompson. If I may say, this is unique, and it is my own idea, 
because it represents on a consolidated basis—— 

Senator Jackson. Let us look at this. 

Mr. THompson. Those are all authorized, and they have to be. 
Without them we cannot make a submission. 

Senator Jackson. You in your brochure, however, list all of these 
firms under a title “Accredited lenders.” What does that mean, and 
what impression does that convey ¢ 

Mr. THomrson. Well now, this is out of my province, and I would 
prefer you refer that question to Mr. Miller. 

Senator Jackson. You are the executive vice president of the com- 
pany, and this is the heart of the business. 

Mr. Trompson. This is the sales presentation, over which I have 
no control or interest. 

Senator Jackson. What do you think it means? 

Mr. Tuompson. My interpreation of that is that it is an educational 
piece, to let small business know that it is firms such as these who make 
loans to small business. 

Senator Jackson. You say an “educational piece,” really, seriously ? 

Mr. Tompson. Senator, one of the greatest problems— 

Senator Jackson. Do you mean to tell me that your whole program 
is just to educate small businessmen to the fact that they are small 
businessmen. Let us be honest about this now, and you have had ex- 
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perience here at UCLA, and Harvard Business School, and all of this, 
What does accredited lenders mean in your judgment ? 

Mr. TuHompson. Accredited lenders, as far as I am concerned, and 
I am speaking personally, are firms that we feel, or I feel, are com- 
petent to take a look at a prospective loan from a small businessman, 

Senator Jackson. Now, you know that that is the business of every 
bank in America. S 

Mr. Tuompson. Unfortunately, Senator, there are many, many 
firms, and I am not discussing our good friends the bankers, but there 
are many outside firms in the special financing field, that I wouldn't 
care to recommend to anyone. It has been my personal policy to try 
and only be identified with lending sources that are accredited as to 
their reputation, their background, and their integrity. I would be 
glad to show you the some 400 such classification schedules signed by 
accredited officials of these various lending institutions that I have in 
my possession. 

Senator Jackson. Isn’t it the truth that you are not authorized to 
represent, you and your firm, to represent any of these people? 

Mr. THompson. Of course not, and nor do I represent that in any of 
my talks or any of my dealings, but I have to have a formal working 
relationship, and I just can’t submit a piece of paper, let us say a 
client’s application, for a loan to a source unless I have set up the 
necessary mechanics in advance, such as is provided in that schedule 
that you have. 

Senator Jackson. Do you, Mr. Thompson, go into the bank with 
these people ? 

Mr. Tuomrson. No, sir; I don’t. 

Senator Jackson. Who goes in with them? 

Mr. Tuompson. This is generally done on a routine basis. The 
purpose for setting up the schedule that you have before you is for 
the express purpose of directing to the individual’s attention, whose 
name appears on the bottom of that page, a particular prospective loan 
possibility. 

Senator Jackson. There are banks in every town in the country and 
all you have to do is get the classified directory to get that. 

Mr. Tuomrson. Now wait a moment, Senator, it doesn’t work that 
way. 

Senator Jackson. What I want to know is what do you do to help 
these people get loans? 

Mr. Tuomrson. We submit 

Senator Jackson. What do you do as an individual ? 

Mr. Tuompson. I thought I had made that clear to the committee, 
and I am sorry if I have not. I am the one, as I said earlier, who 
directly or indirectly has negotiated the majority of these lending 
sources, which is the vehicle wherein we channel these requests for 
loan applications. 

Senator Jackson. How many loans has your firm obtained for your 
clients since you have been there ? 

Mr. Tuompson. Senator, I can’t honestly answer that. I would 
say as of this date, I would say in excess of 50, with maybe 150 or 
maybe better than that now in the process of being considered. 

Senator Jackson. I didn’t ask that. How many loans have you or 
your firm obtained ? 











ORGANIZED FRAUDULENT SCHEMES 39 


Mr. THomeson. I would say at least 50 that we know of. Let me 
qualify it, that we know of. 

Senator Jackson. Fifty loans in how long a period of time? 

Mr. Tuomeson. That 1s a good question. I would say, to answer 
that question, intelligently and factually, from about September of 
last year, the minute we put in our FRO program I have my counter- 
parts out in these offices calling on banks and being available to answer 
any questions that any prospective lender might want answered, on a 
given file. 

Senator Jackson. How many loans have you or your firm actually 
obtained for your customers as a result of your effort since last 
September ? 

Mr. Toomrson. Again I say 50 or better. 

Senator Jackson. Actually obtained ? 

Mr. THompson. Yes, that is documented. 

Senator JAcKson. Will you supply that for the record ? 

Mr. THompson. Not only will I supply it, Senator, but in order to 
provide, and in anticipation of this question, we arranged to have an 
outside certified public accountant come in and set up a routine to 
obtain this information, and I have it all certified to and I would be 
glad to make it available. 

Senator Jackson. Do you know how much that amounts to in 
dollars ? 

Mr. Tuomrson. No, sir, I do not. 

Senator JAcKson. Do you have any idea? 

Mr. Tuomrson. Not the slightest. 

Senator Jackson. And how many applications are pending, all 
told? 

Mr. Tuompson. I cannot answer this question, and maybe Mr. 
Miller will know. 

Senator Jackson. How many applications do you have that are 
oustanding, all told? You mentioned you know you have obtained 
50. 

Mr. THomprson. We have hundreds in the works right now being 
processed, and I would be glad to get an exact figure. 

Senator Jackson. Would you supply us all of the information 
going back since you started in this field, indicating the total number 
that are still pending that you have not acted upon, and the number 
that have been successful. 

Senator Muskie. Over the same period, how much has your com- 
pany collected in advance fees ? 

Mr. Tuomeson. I cannot answer that question. 

Senator Musxim. Will you submit that? 

Mr. Tuomeson. I refer that to Mr. Miller. 

Senator Jackson. Will you submit it? 

Mr. THompson. Oh, yes, I will be glad to. 

Senator Jackson. Will you supply that information ? 

Mr. THompson. That is right. 

Senator Musktr. In this classification schedule that you have 
shown us here, do I understand that all of these people who are listed 
as accredited lenders, have signed one of these statements ? 

Mr. Tuompson. Without their signature, Senator, I would not 
have been permitted to refer paper to them. That is correct, sir. I 
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have letters to back it up, and I will be glad to make it all available 
to this committee. 

Senator Muskie. Has the A. J. Armstrong Co., Inc., 60 East 494 
Street, New York, signed such a statement ¢ 

Mr. THOMPSON. They did originally, and I negotiated that with 
Mr. William Seiler, the executive vice president, who i is a man I have 
known for many years. They have since withdrawn the peers 

Senator Muskie. Is that true also of Associate Investment Co., 
South Bend, Ind. ? 

Mr. Tuomrson. I would assume so, and I did not negotiate that 
one directly. 

Senator Muskie. Have they since withdrawn ? 

Mr. THompson. I cannot tell you, Senator. A number of them 
have withdrawn since this adverse publicity in connection with the 
so-called industry. 

Senator Muskie. When you list these accredited lenders, there is 
no explanation in your brochure as to why they are listed ? 

Mr. THomrson. No. 

Senator Musxir. Why is there no explanation given? Isn’t the 
impression you intend to create with this, the impression that you 
have an official working relationship with these organizations? 

Mr. Tuomrson. I do not believe th at is the intention, and insofar 
as that comes under Mr. Miller’s province, I would like you to defer 
that question to him. 

Senator Muskie. There is no explanation as to what accredited 
means in this brochure. What is it intended to suggest that it means? 

Mr. Tuomrson. Well, as I said earlier, my interpretation, Senator, 
of that expression is that the firms thi it are there named are people 
who certainly in my opinion are accredited. In other words, they 
are 

Senator Jackson. Accredited as what? You have been in the 
small business field a long time, and you said you have been 25 years 
in it. What does a small businessman think of that kind of a heading, 

“accredited lenders,” with them all listed¢ What would be your re- 
action, in view of your long experience in small business? 

Mr. Tuomrson. My reaction would be this, Senator, that these 
firms are acceptable, because there are so many I must’ say who are 
not, who take advantage of the small businessman. 

Senator Jackson. Everyone knows they are in business, but what 
is the inference to be drawn between their listing and a connection 
with your firm? 

Senator Musxte. Isn’t this intended to suggest that you are accept- 
able, rather than these banks are acceptable ? 

Mr. Tuompson. As far as I am concerned, no. I would like to say 
this: That in connection with getting acceptance of this corporation, 
I personally put together a credit folder which contains some of the 
information that is in there, and a lot more, and sent thousands of 
them out a few months ago to banks, to credit associations, through- 
out the country, and it is called the credential kit or credit file. 

Senator Muskie. In an advertisement of which we have a copy 
here, which appeared in the Midwestern Banker, in September of 
1958, it has your picture, and this statement: 
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U. T. Thompson, executive vice president of the Lenders Service Corp., will 
pe on hand at the 84th annual convention in Chicago to greet his many friends 
of the American Bankers Association. 

Are you a member of the American Bankers Association ? 

Mr. Tuomerson. No; Iam not. This is not unusual, and any banker 

will tell you, I am sure, that it is generally par for the course at the 
tena] convention for the bank to either run a story or something 
like this, saying that our Mr. Smith or our Mr. Jones will be at the 
annual meeting of the ABA. 

Senator Muskie. What is this intended to suggest ? 

Mr. Tuompson. This does one thing, to let the visiting bankers 
know who is going to be representative of the company, and that he 
will be there for consultation or for any other purpose. Most banks 
do this, and it is nothing unusual about this. 

Senator Muskie. Does the Midwestern Bankers supply you with 
a list of all of the bankers? 

Mr. Tuomrson. They supply us with what ? 

Senator Muskir. Do they supply you with a list of all of the 
bankers ¢ 

Mr. TrHompson. Oh, yes, this information was available to any 
registrant who attends the ABA. 

Senator Musxir. Are copies of this ad sent out to prospective 
clients ? 

Mr. Tuompeson. Not to my knowledge. It wouldn’t serve any pur- 
pose. I can’t understand why any businessman or prospective small 
business client would be interested in the fact that I am going to a 
bankers convention. This is strictly an institutional advertisement. 

Senator Muskie. Why would they be interested in the list of ac- 
credited lenders if they are not interested in this kind of an adver- 
tisement ¢ 

Mr. Tompson. This I cannot answer. 

Senator Muskie. What useful service does this list of accredited 
lenders provide for prospective clients ? 

Mr. Tromprson. It does this, and this may surprise the committee, 
or maybe you know it already, but one of the greatest problems of 
small business is the need for educational know-how as to where they 
can go when they need financial guidance or they need money. You 
would be surprised, Senator, how many small businessmen do not 
realize that if they can’t have their problems solved at the local level, 
there are outside sources that are available to them. 

Senator Musk. What assurance can you give them that any one 
of these accredited lenders would provide such assistance ? 

Myr. THompson. We can give them no assurance, but we can make 
it clear that such sources exist, and we have access to them. 

Senator Muskie. But you can’t give them any assurance. 

Mr. Tompson. Absolutely not. 

Senator Muskie. And this list provides no service for them. You 
are suggesting to them that these lenders provide a service that they 
cannot get. 

Mr. Tromrson. That is not my understanding of the intent at all, 
and it is merely to illustrate that there are outside sources, outside 
of their community, who are interested in this financing problems of 
small business. 
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Senator Musxir. None of these people have heen included unless 
they have signed one of these classification schedules, that you have 
given us? 

Mr. Tuomrson. Well now, I don’t know whether that pertains to 
that particular list or not, Senator. I would have to study the list, 

Senator Jackson. You have listed “Prudential Insurance Co, of 
America, Dallas, Tex.” Do you represent the Prudential Insurance 
Co., or are they on your list ? 

Mr. Tuomrson. No. 

Senator Jackson. What is this? 

Mr. Tuomrson. Again I must defer any questions on the makeup 
of this brochure to Mr. Miller. 

Senator Jackson. Isn’t it kind of dangerous for a man with your 
broad small business background and long record as an outstanding 
small businessman to be associated with a company that puts out a 
brochure listing all of these firms, and then you can’t answer whether 
one of the largest life insurance companies of America is on your 
accredited list? Isn’t that a little embarrassing? 

Mr. Tuomrson. Senator, it is my understanding that that list that 
you have before you was never set up for the express purpose of try- 
ing to indicate to small business clients that there was an official 
relationship with any of those names and this corporation. 

Senator Jackson. Here is Prudential Insurance Co. of America, 
Are you authorized to have their name in here, as an accredited 
lender? You are the executive vice president of this company. Do 
you really in fact represent Prudential Insurance Co., and are they 
one of your accredited lenders ? 

Mr. Tuompson. It is not unusual to say to a small businessman—I 
will give you one example and I hopeI make my point: If it is a whole- 
sale grocer, it is not unusual to say to him in connection with trying 
to help him work out his program, “There are a number of banks 
or there are a number of lending institutions who specialize in this 
type of a loan.” 

enti Jackson. I am not talking about that. 

Mr. Tuompson. And then to name these institutions, and this is 
done every day. . 

Senator Jackson. Let them subscribe to the Wall Street Journal, 
and get real good accurate information. This sort of nonsense of 
“accredited lenders” and then you list under it “Prudential Insurance 
Co. of America, Dallas Tex.”—what does that mean? Doesn’t it 
obviously infer that you have some connection with Prudential In- 
surance Co? 

Mr. Tuomprson. As far as I am concerned, no. What it infers, and 
I say this personally speaking, it infers that this particular firm has a 
program to assist smal] businessmen. When I say program, I mean 
an especially tailored program in the finance field. 

There are many companies that do not have a small business pro- 
gram. 

Senator Jackson. Now, let us get back to this, the heading above is 
“accredited lenders.” And by the way, you have listed Dallas, Tex., 
I thought. I have a Prudential policy, and it seems to me my bill 
comes from New Jersey, or Newark. Isn't that the headquarters? 

Mr. Tuompson. I don’t know, Senator. 
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Senator Jackson. Well, you have been in small business. You 
don’t know where Prudential is located ? 

Mr. Tuompson. I don’t know why Dallas, Tex., is selected there, 
unless that particular office indicated to our regional finance officer 
that Prudential were interested in keeping with their loan polic 
program, in certain types of loans that might originate in that terri- 
tory. Now, whether we have a lender’s classification schedule with 
them or not, I don’t know, but I will be glad to check it. 

Senator Jackson. Now, Commercial Credit is listed here, and that 
is a national company 

Mr. Tuomrson. That is correct. 

Senator Jackson. Of some repute; and do you represent Commer- 
cial Credit ? 

Mr. Tuompson. Of course we don’t. 

Senator Jackson. Now let me ask you, are they one of your ac- 
credited lenders ? 

Mr. TuHomrson. They were, signed, sealed, and delivered. 

Senator Jackson. Are they now 4 

Mr. Tuomrson. No, they are not. 

Senator Jackson. Why not? 

Mr. TuHomrson. Because of the adverse publicity, they requested 
their name be taken off of the accredited lenders list. 

Senator Jackson. Why do you have them in the book, and when 
were they taken off / 

Mr. Tuomrson. Senator, I am not sure. Just hold the page up. 

Senator Jackson. This is March 1959 I am reading from your 
book, and do you want to look at it? 

Mr. Tuomrson. Just let me see that. Hold it up, please, the pages, 
if you will. I have not checked that list, and I do not know what 
names are there. 

Senator Jackson. You are the executive vice president, and they 
are listing, and after all, this is a part of the basic operation of the 
business, and you have some big names here. 

Mr. Tompson. We do this, and we have constantly revised some 
of these listings. When new names are added, we wait until we have 
sufficient new accredited lenders before we put a revision in. 

Senator Jackson. When did Commercial Credit advise you that 
they wanted their name off the list ? 

Mr. Tuomrson. I would say to the best of my knowledge, about 6 
weeks ago, and I had a letter from them. But we just can’t redo 
these brochures, as a practical matter, every time a new name is to 
be added or an old one is to be deleted. 

Senator Jackson. How many of these companies that found their 
name in your brochure, companies, lending institutions, and banks, 
and so on, have asked that their name be removed ? 

Mr. Tuomrson. I would qualify that by saying that to the best of 
my knowledge, maybe about 15 percent, and that has all happened 
since the first of the year, since this publicity. 

Senator Jackson. About half of them are not on here. What about 
Prudential Insurance Co. ? 

Mr. Tuompson. I don’t know whether they are still on the list 
or not. I would have to check my records. That is not handled by 
me directly, but by one of my subordinates. 
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Mr. O’Donnett. How many trained personnel do you have jp 
Lenders Service, Inc. ? 

Mr. THomrson. You mean in my department, Mr. O'Donnell? 

Mr. O’Donnett. No, I mean with regard to the securing of loans, 

Mr. THOMPSON. This i is sales again and I have no way of knowing. 
We do have a regional sales director, as I believe you know, in each 
one of the offices.. Now how many men he has under him, I have no 

way of knowing. This fluctuates. 

Mr. O’DoNNELL. There is a statement in the brochure that 239 
trained personnel are required by Lenders Service, Inc., to carry on 
other work as financial consultants to small business firms throughout 
the country. How accurate is that as far as you know ¢ 

Mr. Tuompson. Well, from a sales standpoint, an all-ine ‘lusive stand- 
point, I would say that is a fairly good figure, and that is probably 
close to it. 

Mr. O’DonneEtL. Well, they are trained personnel in consulting with 
small business. 

Mr. THompson. Trained only in our concepts. 

Mr. O’Donnetu. What do you mean, “in our concepts” ? 

Mr. THompson. In other words, trained in the program of Lenders 
Service Corp., and how to present it and what it does, and what it 
accomplishes. 

Senator Jackson. Can they read a balance sheet? Can you train 
people to read a balance sheet ? 

Mr. Tompson. I think some of them can. However, this is, as I 
understand the procedure, strictly up again to the regional director, 
who in turn—— 

Senator Jackson. Now wait a minute; you are the executive vice 
president. 

Mr. Tuompson. This is sales, and I have nothing to do with this. 

Senator Jackson. This is the end product of your company; and 
if you have no more interest than this, I want to know. You are a 
man that is interested in small business, and how can a fellow arrange 
for a loan if he cannot read a balance sheet? Would you not be inter- 
ested, as executive vice president, in what is going on? Would you 
not want to know whether these trained people, that you talk about 
and advertise and hold forth as trained, whether they can actually read 
a balance sheet, so he can find out whether the applicant is really 
eligible for a loan, and what kind of a loan, and the terms of the 
loan? Isn’t that your business? 

Mr. THomrson. Senator, when these contracts come in via the sales 
department, they are screened, and there are various processes of 
screening them, in connection with this very subject that you have 
brought up, and final approval of a prospec tive piece of business takes 
place at the home office by Mr. Ralph Sampson, head of the sales 
department, who has established certain yardsticks as to the balance 
sheet and as to whether the account is acceptable to the corporation 
or not. 

Senator Jackson. How many people in your office have had bank- 
ing experience, in your company ? 

‘Mr. Toompson.. Ver y few. 

Senator Jackson. But you are in the banking business, or advising 
on bank loans. Is that right ? 
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Mr. Tuompson. No; we donot advise. 

Senator JAcKsoN. You do not advise ? 

Mr. THomeson. No; this isa job of a professional. 

Senator Jackson. What do you do? 

Mr. Tuomrson. We consult. 

Senator Jackson. What do you mean, consult ? 

Mr. Tuompson. What we do is take ‘their presentation, or we take 
their facts, if you have had a chance to look at that data 

Senator Jackson. I understand; you get all of the pertinent infor- 
mation on their financial situation. 

Mr. THomrson. And then it is simply routine to put all of these 
facts and figures together and to give it a professional presentation. 

Senator JAcKsoNn. What do you mean, a professional presentation ? 

Mr. Tuomrson. To try to provide the banker or prospective banker 
or lending source with such information as we know he must have 
before him to intelligently consider whether a loan is eligible or not. 

Senator JAcKson. But you do not have any one who has had bank- 
ing experience that actually analyzes the application at all, do you? 

Mr. THompson. From a practical standpoint, no, but we do have 
key people in the organization who are constantly trained in statement 
analysis and some of these people have either worked in banks or in 

various lending institutions. 

Senator Jackson. Do you have within your organization a certified 
public accountant ? 

Mr. Toompson. Yes, our treasurer. 

Senator JaAcKson. Your treasurer ¢ 

Mr. THompson. Yes, sir. 

Senator Jackson. But that is just for the operations of your com- 
pany, and I am talking about do you have a CPA that is available to 
advise in connection with these applications ? 

Mr. THompson. No, no, we don’t. 

Senator Jackson. You do not have anyone that has had any bank- 
ing experience, is that right ? 

Mr. Tuomprson. Other than myself, no. 

Senator Jackson. What is your banking experience, and what bank 
were you with ? 

Mr. THompson. I was not with any bank, and I qualify that again 
by saying that I have a very good concept of what banks look for. 

Senator Jackson. Your inference is that you have had banking 
experience. Tell the committee of your banking experience. 

Mr. 'THoMPpson. My banking experience is strictly as an analyst 
who has served banks throughout the country for all of my life in 
presenting to them the problems of small business in the financial 
field. 

Senator Jackson. Are you an analyst inside or outside of banks? 
That is what I want to know. 

Mr. Tuomrson. Well, Senator, may I say this: It has not. been un- 
usual in the past for bankers to call me in and to consult with me on 
a partic ular loan difficulty and to seek my views as to the best way to 
work it out. This is just the result of my practical exposure of years, 
of working with bankers on troublesome credits. 

Senator Jackson. Well, the fact is you never worked in a bank? 

Mr. Tuomrson. I never worked for a bank, no. 
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Senator Jackson. You never have been engaged in the business of 
loaning money ¢ 

Mr. ‘THomPson. Directly, no, Senator, but I probably have been 

called in 5,000 times or 10,000 times through my 25 years by banks, to 
assist them to in turn work out a program . wherein they could finance 
one of their customers. 

Senator Jackson. And I understand further that while your com- 
pany is engaged in the business of consulting on loans, you do not 
have a single individual in your entire operation with banking ex- 
perience. 

Mr. Tuompson. That is correct. 

Senator Jackson. Thank you. 

Mr. O’Donnetx. Last December did you not call in an attorney 
to conduct an investigation of Lenders Ser vice, Inc., because you were 
concerned with the operation of the company at that time? 

Mr. Tuompson. That is correct, Mr. O’ Donnell. 

Mr. O’DonneEtu. What did he say ? 

Mr. THompson. I was concerned because of my knowledge that the 
FTC was conducting an investigation of this particular industry. 

Mr. O’Donnetn. What did he advise you as to the results of his 
inquiry ¢ 

Mr. Tuompson. Well, this attorney, our attorney, I should say, 
our Washington attorney had a number of reserv ations. Do you want 
his ultimate recommendation ? 

Mr. O’DonneE LL. Yes. 

Mr. Tuomrson. His ultimate recommendation, and this was after 
he had spent considerable time investigating this concept, was that 
in order to preserve the concept which he felt should be preserved, 
if possible, that the best way to get the broad acceptance of this hel 
for small business was possibly to have the principals leave the organi- 
zation, or make arrangements to dispose of them. 

Mr. O’Donnety. You are talking about concept and not Lenders 
Service, Inc. I am talking about Lenders Service, Inc., and_what 
did his investigation show as a result of his inquiry concerning Lend- 
ers Service, Inc. ? 

Iam not talking about the concept. 

Mr. Tuompson. Well, his investigation showed and ‘this is a diffi- 
cult question to answer, because there were so many suggestions that 
he had to make, or I should say observations—first, I would say and 
I can’t speak for him personally, that he felt that this program of 
small business financial consulting, if properly supported, and by that 
I mean with the right people behind it, did have an application as a 
medium for helping small business. This was No. 1. No. 2, he 
felt that a number of operating refinements could and should take 
place. In this area, as I recall it, he felt that probably some more 
experienced talent of the kind that the Senator was just talking to 
me about, might very well be employed by the company; namely, 
people with a credit banking or finance company background, and 
not necessarily at the working level but certainly at the “board level, 
to properly steer and guide this thing. He felt that a little bit closer 
attention should be given to the actu: ial analysis of these accounts be- 
fore referring them for placement purposes. 

Mr. O’DonneLL. What was his conclusion as to Lenders Service, 
Inc., itself? 
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Mr. THomrson. As to the company, his conclusion as I recall it 
was that the company, if possible, because of its concept, should be 

reserved, but that these policy changes should take place in the 
interest of preserving it. 

(At this point Senator Mundt left the hearing room.) 

Mr. O’Donnewt. I am not clear on that. Granted the concept he 
recognized, and what did he state for you to do with regard to the 
firm itself ¢ 

Mr. Tompson. In order to get acceptance of this concept and the 
support of bank and other financial interests, he felt that the ante- 
cedents of the corporation had to be removed. This, of course, I knew, 
by this time. And there was only one way to do that, for the prin- 
cipals to change. 

Mr. O’DonNELL. W hy should they have been removed? You stated 
before that this was not a racket insofar as you were concerned. Do 
ou think it was a racket ? 

Mr. Tuomrson. I do not, Mr. O’Donnell. 

Mr. O’DonneELL. You do not? 

Mr. THomrson. No. From my standpoint I say this, and I would 
like to put this into the record, that the very fact that the Colorado 
Bankers Association, on January 14 of this year, after spending many 
hours of discussions with me, agreed to undertake a program, a joint 
program with us, wherein we would submit to all member banks in 
their area, members of their associ lation, these so-called business and 
financial reports, I think speaks for itself. They recognized that 
there was a need for it, for what we were doing, and they were well 
aware of the antecedents, but in the interest of giving the concept 
a fair trial they agreed to undertake this program with us, with this 
stipulation : That after 120 days of looking over our paper, and work- 
ing with us, they would the issue a final report which I was told would 
be made available to the American Bankers Assoc ‘lation, as to whether 
or not the concept of helping small business by this corporation was 
worthwhile to a point that it should be continued. 

Mr. O’DonNELL. Well, now 

Mr. Tuompson. I think this speaks very well for the concept, if I 
may say so. 

Mr. O’Donnetu. Late yesterday afternoon we had a conversation, 
and I believe at that time you told me you felt it was a racket. W ould 
you explain that, please ? 

Mr. THomrson. I feel this way, that there are many people in this 
business, from what I have been able to hear, and of course I cannot 
prove this and I haven’t seen actual evidence, but if I believe what I 
read, unfortunately the wrong element has been attracted to this busi- 
ness. To my knowledge, Lenders Service Corp. is the only firm in 
this field who makes an honest and a sincere effort to try to do some- 
~~ to assist their clients in getting placement of this paper. 

I don’t know of any other firm that has a regional finance officer 
program, and I do not know of any other firm that has spent thousands 
of dollars—— 

Mr. O’Donnett. You don’t know anything about Lenders Service, 
Inc., and how they acquire sales and how they acquire clients, and you 
don’t know anything about the brochure. How can you tell me now 
that it isa good or ganization ? 
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Mr. Tuomrson. Mr. O'Donnell, I again say that the concept of 
helping small business, of giving small business a place to turn to, to 
discuss their financial problems, i issound. I say this to you, if I may, 

Mr. O’Donne tt. I will agree with that. Go ahead. 

Mr. Tuompson. I would like to say one thing else. I think it is q 
sad commentary on our economic system, right straight across the 
board, that the wm of small business are such, ‘and I am not 

talking about tle outside facilities available to small business for 
consultation, are in such complete lack that small business must turn 
to such sources we are discussing here for help. 

Mr. O’Donneti. What are you in the process of doing, attempting 
to find purchasers for Lenders Service, Inc. ? 

Mr. THompson. Absolutely. 

Mr. O’DonneELt. What kind of purchasers, without naming them? 

Tuomrson. To try to bring in at the board of director level 
people who have a reputation either at the local or the national 
level, in the field of banking or in consultation. In other words, it is 
well recognized people, and possibly people who have and who are 
known for their understanding and concept to help small business, 

Let me say this another way: - Had this corporation been established 
in the very beginning with a panel of bankers, top people, there is no 
question of a doubt in my mind but today this investigation would not 
be happening. 

Mr. O’DonNELL. You operate on the basis of an advance fee. Why 
don’t you operate on the basis of a finders’ fee, with the commercial 
institution that loans the money to the client ? 

Mr. Tuomrson. That can be interpreted many ways, Mr. O'Donnell. 
I merely would like to point out to you, and to the committee, that 
if you go to Ernst & Ernst, or Buhls, Allen & Hamilton, or to any con- 
sulting firm, I am quite sure that there isa so-called advance fee. I am 
quite sure as an attorney if you go to any attorney for guidance, I am 
quite sure there is a retainer involv ed, by another name, and we might 
classify it as an advance fee. 

I think that the expression of advance fee can be interpreted many 
Ways, sir. 

Mr. O’DonneE.L. I have no further questions. 

Senator Muskie. In this brochure you have excerpts from various 
letters written to you by some of the accredited financial institutions 
which you list. I think that the committee would like copies of the 
full text of these letters, if you could make them available. 

Mr. Tuomrson. I have already offered to do that, and I will be 
glad to send you all letters if you would like. 

Senator Muskie. Now, the purpose of this accredited listing is to 
suggest, if I get your statement correct, to suggest to pr ospective 
clients that here is a list of institutions that are in a position to offer 
them services that they could not get from their local lending 
institutions. 

Mr. Tompson. Oh, no, sir. Senator, if I gave that impression I 
want to correct it. These are firms who do make loans to small busi- 
ness people. 

Senator Muskie. Then you could list every bank and every lending 
institution of all types in the country, in your brochure, if this is all 
it means, that these are institutions that do make loans to small busi- 
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ness. There isn’t a licensed lending institution in the country that you 
could not list. 

Mr. THomrson. Well, Senator, we are talking about marginal small 
business. There is quite a difference. 

Senator Muskie. Now you are qualifying it, and you are saying that 
these are institutions which help marginal small business. 

Mr. Tuompson. That is right. There are many institutions, I am 
ashamed to say, in spite of what is read in some of the printed matter, 
who merely give lip service to assisting small business. 

Senator Muskie. Let us get down to this. 

Mr. Toompson. That is why we have the SBA. 

Senator Muskie. You are saying these accredited lenders are in a 
position to grant loans to marginal small business? 

Mr. Tuompson. That is correct. 

Senator Musxim. That is why they are listed? 

Mr. THompson. That is right, and there are many sources, too, 
Senator, if I may say again, that I consider secondary lending sources, 
and in other words they are not the Walter Hellers, or some of the 
top firms of the country. However, they perform a very worthwhile 
service. 

Senator Musxir. You have satisfied yourselves, presumably, that 
many of these institutions have a definite policy which is more gener- 
ous to marginal borrowers. 

Mr. Trromrson. That is my understanding, and I did not put that 
list together, and I hope that when Mr. Miller talks to this committee 
later you will ask him the same question. 

Senator Muskie. Did you reach this conclusion or did your organi- 
zation reach this conclusion on the basis of extensive conversations or 
discussions with these institutions? 

Mr. Tuompson. I can only speak for myself, Senator, in connection 
with the people I talked to not only did I receive their permission but 
I have letters to back it up. If any of these names appear, you can 
rest assured that I have their permission. 

Senator Musxtr. Are these letters which are listed in this brochure 
the sole basis of your representation to prospective clients that these 
institutions are in the position to handle loans, marginal loans? 

Mr. Tromrson. Are there more than that? There are more names 
than I am sure appears there. 

Senator Muskie. Let me read a couple of them. Here is a letter 
from Atlas Factors, dated December 27, 1957, and the only quote from 
the letter is this: 

Our principal business is buying accounts receivable and short-term negotiable 
paper ; however, we are very flexible. 

There is nothing in this quotation to suggest that this institution’s 
lending policies are any more favorable to marginal borrowers than 
any other bank. Is there anything in what I have quoted to suggest 
that ? 

Mr. THomrson. I would answer your question this way, Senator, 
that I did not happen to handle that particular situation, but it is my 
guess that there had to be some personal negotiation, and this partic- 
ular firm said, “Well, we have reviewed what you have proposed to 
offer, and we have no objections to you sending us your so-called 
business and financial report, and we will consider it.” 
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Senator Musxre. There is nothing in this excerpt from the letter to 
suggest there have been any discussions. 

Mr. Tuomrson. I would agree with you. 

Senator Muskir. How about this one from MGM Factors Corp., 
dated May 8, 1958: 


Confirming our conversation of May 7, we would welcome, at no obligation to us, 
receiving information about companies requiring financing. 
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Is there anything to suggest that there had been any negotiations or 
discussions leading to the conclusion that this company is more favor- 
able to marginal borrowers ? 

Mr. THompson. No; other than the fact that they have indicated 
by that very message there, that having reviewed what we had pro- 
posed to offer them, at no obligation to themselves, send it in and 
they will take a look at it. 

Senator Muskiz. These excerpts mean nothing more to me than 
that they have received your information. 

Mr. O’Donnetu. Did you not tell me that these particular letters 
should not be in this brochure? 

Mr. THomrson. Letters like that should not be in a brochure unless 
of course you have the permission of the person who has written the 
letter. This ismy own private feeling. 

Senator Muskie. From Associates Discount Corp., it says: 

Several of our Texas offices have forwarded to us the business and financial 
report that you submitted covering the possibility of loans to applicants. 

This is hardly an expression of enthusiastic interest in your services, 
would you say 4 

Mr. THompson. I agree. 

Senator Muskie. And this I take it is representative of the kind of 
communications you received from all of these accredited lenders. 
You surely would not have included in the brochure the least en- 
thusiastic of your accredited lenders? 

Mr. THompson. Oh, no; I personally have had correspondence from 
very well known finance companies, and I don’t think you will find 
any of that material reproduced there. 

Senator Muskiz. Why aren’t they reproduced here? 

Mr. Tuompson. I haven’t theslightest idea, Senator. 

Senator Muskir. Why are these reproduced here ? 

Mr. Tuompson. I believe it isa representative list. 

Senator Muskie. You say this is representative ? 

Mr. Tuompson. I would like nothing better, Senator, when I go 
back 5 months ago—— 

Senator Muskie. You say this is a representative list. 

Mr. Tompson, I say it is not representative of our total lending 
people. 

Senator Muskie. Why do you include then a list of letters from 
institutions that are not enthusiastic about your services? 

Mr. Tuomrson. This isn’t my interpretation, and you will have 
to ask Mr. Miller about it. 

Senator Muskie. Would you say those excerpts represent enthusi- 
astic interest in your services ? 

Mr. THompson. No; but it is not a bit unusual for finance com- 
panies and special lending sources to permit someone like myself 
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to say “If you meet what you think might be a prospective user of 
our services, mention our name and tell them we are interested in 
that type of a situation.” 

Senator Muskiz. The excerpts I have read don’t even say that 
much. 

Mr. Tuompson. No, but I think that the excerpts do indicate that 
these people have looked over the type of paper that we proposed to 
offer them. 

Senator Musxre. Isn’t it true that you are more interested in the 
letterhead than what was said in the letter ? 

Mr. Toomrson. From my point of view I can’t answer this because 
that is not my department. 

Senator Muskir. We will look at it, the letterhead stands out and 
you have included such small excerpts from each letter that it is the 
jetterhead that stands out and not the contents, isn’t that so? 

Mr. Tuompson. Yes. 

Senator Musxin. This is an example of name dropping, isn’t that 
right ¢ 

Mr. Tuomrson. No, I would not consider that name dropping. 
That is good business, too. Some of these companies like for us to 
refer business to them and they are just as much interested in get- 
ting business as we are in providing it to them. 

Senator Muskir. But you see they don’t indicate any enthusiasm 
in getting business to you. 

Mr. THomrson. Senator, they cannot commit themselves as to their 
willingness to make a loan to us. 

Senator Musxtz. That is something different than indicating en- 
thusiasm about the possibility of getting loans through you. 

Mr. O’DonneELL. We have had a good deal of discussion about this 
particular brochure and I would like to have it made an exhibit for 
reference, if I may. 

Mr. THomrson. I haven’t seen one of these brochures for sometime 
until I saw that one last night and I am not too sure whether that 
is up to date or not. I think that was reissued last September, and I 
am not positive. There might be some new material in there. 

Senator Jackson. Without objection the brochure of the Lenders 
Service Corp. will be marked for identification as exhibit No. 1. 

(The document referred to was marked “Exhibit No. 1” for refer- 
ence, and may be found in the files of the subcommittee. ) 

Mr. O’Donnett. Let me ask you this before we finish, if I may: 
What was Business Mart of America? 

Mr. Tuomprson. I know very little about that. 

Mr. O’Donne tt. I know, but you did know that there was such a 
firm ? 

Mr. THompson. Oh, yes; and as I have testified earlier, I ran into 
this in an investigation. 

Mr. O’Donnetu. That particular firm that you had nothing to do 
with, was operated by the gentlemen who are operating Lenders 
Service, Inc., and it was an advance fee in real estate, as I under- 
stand it. 

Mr. THoompson. AsI understand it, it was. 

Mr. O’DonneELL. They were in promotional activities for advertis- 
ing various properties. Do you know when it went out of business? 
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Mr. THompson. No; I don’t, and yet I obtained that information 
for the Dun & Bradstreet people, because their records wo not com- 
plete on it, and the Los Angeles Better Business Bureau. I can deter. 
mine that for you, because T have an exact quotation from ibe corporate 
counsel on that. 

May I ask one favor of this committee? I would like to be per. 
mitted to submit what I call our credit report, which I devised myself, 
and which was sent to banks, and finance companies throughout the 
entire country and which completely outlines what we do, : and how 
we do it and supplements that particular first exhibit that you just 
eo 

Senator JAcKsoNn. It is a credit report / From which credit firm? 

Mr. THompson. Lenders Service Corp., Senator. 

Senator Jackson. But it is a credit report. 

Mr. THompson. Designed strictly for bankers and giving them all 
of the necessary information. 

Senator Jackson. This is your credit report ¢ 

Mr. THompson. When I say “I,” it is put out by the corporation. 

Senator Jackson. Would you at the same time submit for the 
record your standing with the Better Business Bureau in Los Angeles, 
and also the credit ‘people i in Los Angeles ? 

In order to make the record complete, your request will be granted 
and at the same time you will supply the credit rating of your com- 
pany and the statement from the Better Business Bureau of Los 
Angeles. 

Mr. THompson. Not only will I do that, Senator, but right now 
I am in the midst of completing a review of my personal negotiations 
with the Better Business Bureau of Los Angeles in behalf of this 
corporation, and that transcript is almost complete and when it is 
available I will send that, too. 

I think it will tell very many interesting things. 

Senator Jackson. That is all, Mr. Thompson. Thank you very 
much. 

Senator Jackson. Mr. William Drake. 

Do you solemnly swear that the testimony you are about to give 
before this subcommittee shall be the truth, the whole truth, ‘and 
nothing but the truth, so help you God ? 

Mr. Drake. I do. 

Senator Jackson. State your name and your business and residence 
address. 

TESTIMONY OF WILLIAM J. DRAKE 


Mr. Drake. My name is William J. Drake, and I am executive vice 
president and secretary of the National Commercial Finance Confer- 
ence, of 29 Broadway, New York, N.Y. 

Mr. Chairman, may I read astatement ? 

Senator Jackson. I wonder—certainly we will be very pleased to 
have this included in the record. 

Mr. Drake. Could I read part of it ? 

Senator Jackson. Could you kind of summarize it? We do not 
want to cut you off, but it might save time here, and we will include 
the entire statement if you could help the committee by summarizing 
it and give us the highlights of it, it would be helpful. 


ed 
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Mr. Drake. I would like to address myself to the operation of a 
conglomerate number of these agencies which have no connection or 
affiliation with any of the recognized financial institution as which 
to my knowledge have sprung up in this country like a veritable 
bunch of toadstools within the past 15 months. 

The background of many of these agencies was the business oppor- 
tunity or real estate field where they operated as advertising agencies, 
purported to help in the sale of small business. 

I have been requested to appear before this committee and to present 
pertinent facts that have come to my attention relative to the opera- 
tion of the so-called advance-fee lenders service agencies, insofar as 
their operations have impact on commercial finance and factoring 
companies. . 

Iam the executive vice president and secretary of the National Com- 
mercial Finance Conference, Inc., the national trade group for com- 
mercial finance and factoring companies in the United States and have 
been an officer of this organization since 1935. Our membership con- 
sists of some 115 commercial finance companies and factors doing 
business on a national, regional, and local basis. The principal activity 
of our members is making money and credit available to small- and 
medium-sized businesses on a secured basis. 

If the committee will permit a very brief historical sketch : Commer- 
cial finance companies had their origin in this country some 55 years 
ago. They make funds available to businesses on a secured and re- 
course basis. Factoring, which is primarily a guaranteeing of credit, 
and involves principally the purchasing of accounts receivable out- 
right, is much older and has its historic roots dating back to colonial 
times and even earlier. 

In the past, factoring was identified with the textile industry and 
about 90 percent of its volume was generated from that industry; 
but in modern times it has branched out into such diverse fields as 
paper, plastics, chemicals, machinery, hardware, luggage, paints, 
shoes, toys, furniture, electronics, and sporting goods—in all, some 50 
different industries. 

Today commercial finance companies and factors are two of credit’s 
more effective and availed-of tools, particularly in growth situations. 
They account for an annual volume of financing of some $11.14 bil- 
lion ($7 billion in commercial financing and $4.14 billion in factor- 
ing). ‘The customers or clients of these two types of financing agen- 
cies are predominantly enterprises engaged in manufacturing, whole- 
saling, distributing, and jobbing. 

While the development of this industry in the twenties and thirties 
was rather modest, the advent of Warld War II and the passage by 
Congress of the Assignment of Claims Act spurred the growth of 
commercial finance and factoring companies. The postwar boom 
brought forth a tremendous flowering of this industry and resulted 
in the substantial present volume of business noted earlier. 

With the permission of this committee, I would like to include, as 
an exhibit to this statement, a two-page reprint from Business Week, 
issue of January 11, 1958, giving some pertinent facts and statistics 
on the growth of the commercial finance and factoring industry from 
1946 through 1957. 
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T would also like to make reference to, and include as an exhibit, 
an excerpt from a report on “Financing Small Business” which was 
made by the Federal Reserve System and submitted to the C ommit- 
tees on Banking and Currency and the Select Committees on Smal] 
Business of the C ongress by the Federal Reserve System on April 11, 
1958. The excerpt covers some 63 pages and is entitled “Survey of 
Commercial Finance Companies and Factors. 

Francis R. Pawley, economist for the Board of Governors of the 
Federal Reserve Sy stem, together w ith the System staff, prepared this 
report. May I quote the opening two paragraphs: 

Commercial finance companies and factors are specialized financing institu- 
tions whose operations are particularly adapted to the needs of smaller busi- 
nesses in manufacturing and wholesale trade. These financing institutions 
have developed operating techniques for supplying credit to businesses that 
eannot qualify for ordinary bank loans. They provide a continuing supply of 
credit as needed, based on receivables, as well as additional credit to meet 
seasonal needs and special opportunities for expansion. They also give mana- 
gerial guidance in budgeting and financial management. Many small concerns 
with limited capital can use the financing available from commercial finance 
companies and factors for expansion purposes in periods when lack of financing 
is the major limiting factor. 

Commercial finance companies and factors play a significant role in the finance. 
ing of small businesses in manufacturing and wholesale trade. The bulk of 
their customers are small concerns: borrowers at the end of 1956 appeared to 
have average total assets of $350,000—-$650,000. 

Coming back to how they are now operating in the financing field, 
The small businessman is deluged with mail. Representations are 
made to him that financing, particularly commercial financing, is 
available, and he is invited to request one of their agents to call and 
make a study of his business and prepare certain necessary papers in 
order to procure this type of financing. An advance fee is charged, 
ranging from $500 up—geared to a percentage of the amount which 
the small businessman feels he needs for financing his business. 

Assuming that the small businessman signs one of the cleverly 
worded contracts used by these people—which, incidentally, differs 
very little, if at all, from the type of contract formerly used in the 
business opportunity field—and pays the adv ance fee, then some 
crudely prepared business background and financial statements are 
drawn up and the businessman’s name is entered on a list. This list is 
then periodically circulated to a few financing agencies—usually the 
trade group for a particular segment of the financing industr y—and 
that is all. Very little, if anything, i is ever actually done by any of 
them to provide the finane ing that the small businessman hopes to 
get, when he signed up and paid the advance fee. 

To our knowledge, only one such situation was ever presented to 
any of our members which actu: uly resulted in a commercial financing 
transaction. In all other cases, the circulars were either sent to me 
as examples of what these operators were doing, or were thrown into 
the trash basket. Thus, we see all the earmarks of thes same vicious 
real estate selling scheme that the advarice fee people abandoned 
under the pressure of State and Federal authorities. In my opinion, 
if a small businessman were to ask how one can identify the racket, 
the answer would be: “The demand for an advance fee.” 

The attention of our trade group was first called to these so- called 
lenders service agencies by a reprint of an advertisement that ap- 
parently was inserted in the February 5, 1958, issue of the Journal of 
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Commerce (a New York daily) by one of them operating out of Los 
Angeles, Calif. The reprint was sent to us by this particular adver- 
tiser, although not solicited by us in any way. As they say in foot- 
pall parlance: that was the kickoff. From then on our office was 
veritably deluged with mail from the same agency, with all kinds of 
reprints of advertisements which apparently were placed in the Wall 
Street Journal, the Los Angeles Herald Express, the Independent 
Banker, Newsweek, Business Week, and other publications. Then 
started the mailing to us and to many of our members of lists of so- 
called prospects for financing. 

Incidentally, it is a misnomer for any of these so-called service 
agencies to call themselves lenders’ agencies, for to my knowledge no 
reputable lender has or would ever authorize them to act for it. And 
where any lender has been inveigled into replying to the unsolicited 
mail of this so-called lenders service agency, and has indicated that 
he might be interested in referrals, he has long since been disillu- 
sioned and, most likely, has instructed the agency to remove his name 
from their mailing list and to desist in referring to him in any way. 

By the way, this particular agency is so brazen as to issue what it 
alls a monthly “Lender Letter,” in which it purports to acquaint its 
readers with a variety of news about small-business investment com- 
panies, bankers’ reputations, et cetera. Incidentally, according to 
the vol. 1, No. 2, issue of Lender Letter, the integrity of lawyers is 
low in the public’s mind: only 3.1 percent of 3,000 adults polled 
thought lawyers had any integrity. Bankers allegedly do not fare 
much better: They only scored 10.8 percent. One can readily under- 
stand why the intended victims of the racket are encouraged not to 
consult their lawyers or bankers. 

The next step in the conditioning process was a personal visit to 
my office by one of the executives of this agency, who have a most 
laudatory account of the good things that were in store for com- 
mercial finance companies and factors in the way of referrals of 
business prospects. This particular fellow even had the temerity 
to invite us to write an article for them about how commercial finance 
companies and factors give business advice to small-business men, as 
well as financial assistance. 

Senator Jackson. Who is that individual ? 

Mr. Draxr. He happens to be the previous witness, Mr. Chairman. 
He promised wide coverage of such an article. 

On June 3, 1958, we called the attention of the executive committee 
of our conference to the activities of this so-called service agency, and 
voiced our suspicion that there was something wrong in its burning 
desire to emphasize the role of the commercial finance company and 
factor and to furnish business leads without compensation. 

Mr. O’Donnett. As I understand, this is a national trade group 
for commercial financing and factoring companies in the United 
States and you have been an officer of this organization since 1945. 

Mr. Drake. That is correct. 

Mr. O’Donnett. Your membership consists of some 115 commercial 
finance companies and factors doing business on a national, regional, 
and local basis. 

Mr. Drake. That is correct. 

Mr. O’Donnetu. All right. 
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Mr. Draxe. It was the consensus of the executive committee that 
the staff of the conference should conduct an investigation, particu. 
larly in view of the fact that the material which was being circulated 
actually mentioned the names of commercial finance companies with- 
out authorization either from such companies or from the conference 
itself. A few of our members whose letterheads were being repro- 
duced by this service agency complained to the postal authorities, 
and an inquiry was initiated by the latter. 

On investigation, we learned of the negative background of this 
so-called lenders service agency, and the fact that its offices formerly 
operated under the name of Business Mart of America, Inc., which 
had a notorious reputation of having been complained of by small 
businessmen, and which had been enjoined and restrained from solicit- 
ing or contracting for the sale of its advertising services in the States 
of California, Arizona, Nevada, Oregon, Washington, Idaho, Mon- 
tana, New Mexico, and Utah. 

Our investigation revealed further the activity of several other 
and somewhat similar advance-fee service agencies purporting to 
operate in the financing field, and our members were advised accord- 
ingly. In addition, our members were apprised by mailings of July 
15, 1958, December 19, 1958, January 9, 1959, February 6, 1959, and 
February 27, 1959, of the background of these agencies, the method 
of their operations, and the need of exercising great care and caution 
in having any dealings whatever with them. 

On March 4 and March 6, 1959, respectively, postal inspectors from 
New York and Washington, D.C., requested us for pertinent informa- 
tion relative to the mailings that had been made to the conference and 
its members. We supplied them with several pounds of it. Some of 
this stuff is rather bulky, as the committee can see from this sample 
which I have brought with me and now hand up to the committee for 
its information, which, incidentally, I gave to Mr. Egan, and I believe 
he has a copy of another one of these lender service agencies. It isa 
list of small businessmen who are seeking financial assistance, prac- 
tically all of whom are patently not financing. Also, at that time, 
we were informed of the arrest of two of the operators of one of these 
agencies in Puerto Rico for a violation of title 18, section 1341, of the 
United States Code (mail fraud statute). Our members were advised 
accordingly. All this substantiates our opinion of what these fellows 
were up to from the very beginning, and we hope it will be helpful in 
protecting the public from them. 

The feature that has caused our industry particular concern has 
been the use of the names of commercial finance companies and factors 
as a device in swindling a hard-pressed businessman out of an advance 
fee. For example, here is a letter received by one of our members 
from a lawyer under date of January 26, 1959: 

GENTLEMEN : I trust that you will overlook this imposition upon you and that 
you will answer this inquiry. 

Some time in July 1958, my client Lucien Grandbois signed an agreement with 
Lenders Service Corp., of New York, wherein they contracted to obtain financ- 
ing for my client who wished to build a motel on the Pittsfield-Albany Road, 
Pittsfield, Mass., to supplement his present motel which he operated under the 
name of Liberty Court Motel. Lenders Service Corp. represented to my client 


that you were one of the firms contacted by them in their attempt to arrange 
financing for my client. 
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The reason I am writing this letter to you is that my client has obtained 
absolutely no results from the Lenders Service Corp. and has reason to doubt 
that it made any effort or attempt to live up to its contract and obtain financing 
for him. 

Thanking you for your cooperation, I am, 

Very truly yours, 
San trno C. CoRNELIO. 

In closing, I would like to state that commercial finance companies 
and factors recognize that there are a great number of reputable 
people who serve as brokers to assist small- and medium-sized busi- 
nesses in obtaining financing. However, none of these brokers accepts 
any advance fee whatever from the businessman seeking financial 
accommodation. They are paid by the finance company in the event 
that the arrangement is consummated, very much as a real estate 
broker is paid if he consummates a sale of real property or a leasehold. 
In the commercial finance and factoring industry, it is unheard of for 
any businessman to pay a finder’s fee to a legitimate broker who 
arranges financing for him. 

Mr. O’DonneLL. Would you tell us something about this article 
Mr. Thompson discussed with you. This is what you mentioned about 
how commercial finance companies and factors get business advice to 
small businessmen ¢ 

Mr. Drake. He wanted our office to prepare such an article and he 
said that he would see to it that it was printed and it got a great deal 
of circulation. 

Mr. O’DonnELL. Where was he going to print it? 

Mr. Draxe. I had a suspicion he was going to print it through some 
of the literature that Lenders Service was sending out, and this was 
another conditioning device. 

Mr. O’DonneELt. Let me ask you this: Did you contact all of the 
firms in your organization and advise those firms to contact, and this 
one illustration, contact Lenders Service, Inc., and tell them not to 
use their names in any way in anything that they were doing? I am 
thinking of this brochure that we have been discussing. 

Mr. Drake. Well, as we reported to our members, and in the direc- 
tors meeting, it was then indicated to them exactly what kind of people 
they were and it was their suggestion that it would perhaps be the best 
thing for these people, if they had already submitted their names to 
these various service agencies, that their names be immediately re- 
moved. And not only that, the postal inspectors had informed us 
that in writing to these people about removing their names, it might 
be a good idea to indicate to them by a postmark or a postscript, or a 
carbon copy, a carbon copy to the local postal inspector. 

Mr. O'box NELL. Would you open up that brochure just handed to 
you, to about the middle, where it has the list of accredited lenders. 

Mr. Drake. Yes. 

Mr. O’Donnett. Your firm has as members some 31 firms that I 
will mention: 

A. J. Armstrong Co., New York City. 

Associated Investment Co. 

Civic Finance Corp., of Wisconsin. 

Commercial Discount Corp., of Chicago. 

Commercial Factors Corp., of New York. 

Congress Factors Corp., of New York. 
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Fidelity America Financial Corp., of Philadelphia. 

Jones & Co., of New York City. 

Merchants Factors Corp., of Texas. 

New York Factors, Inc., of New York. 

Parker Finance Corp., in Silver Spring, Md. 

Pennsylvania Factors, Inc., of Philadelphia. 

Rawleigh, Moses & Co., Inc., of Chicago. 

Shapiro Bros. I*actors Corp., of New York. 

Sheldon Factors, Inc., of Chicago. 

James Talcott, Inc., of New York. 

Amity Mercantile Co., Inc., New York. 

A. J. Armstrong Co., Inc., of New York. 

Business Discount Bureau, Inc., of New York. 

Cambridge Factors, of New York. 

Consumers Time Credit, Inc., of Mount Vernon, N.Y. 

Fidelis Factors Corp., of New York. 

Lazere & Co., Inc., of New York. 

Linde Factors Corp., of New York. 

Majestic Factors Corp., of New York. 

M. G. M. Factors Corp., of New York. 

The Mint Factors, of New York. 

Sterling Factors Corp., of New York. 

Fireside Thrift Co., of Redwoood, Calif. 

Lexington Corp., of Boston, Mass. 

Credit & Commodity Corp., of New York. 

Mr. Draken. Is that Sterling Thrift Corp. ? 

Mr. O’DonnELL. Yes. 

That makes a total of 34 firms, all of which are listed on that 
brochure. Should they be? 

Mr. Drake. Nota single one should be in that brochure. f 

Mr. O’Donnetxi. Then they are not accredited to Lenders Corp.? 

Mr. Drake. They certainly are not. 

Mr. O’Donnetit. What is your thinking as to your legitimate or- 
ganizations in your particular group? They want business, I am 
sure of that. 

Mr. Drake. Naturally. 

Mr. O’Donnextt. Why do you discount this particular organization 
or any organization that is trying to give business to you, and to the 
companies ? 

Mr. Drake. Well, if any particular concern or any particular finder 
should come along and say he had a piece of business that a commercial 
finance company would be interested in, I am sure that they would all 
like to take a look at it. But they are going to a theory that they are 
dealing with a legitimate broker, who has found a piece of business 
that he knows can be financed by a commercial finance company. 
They would be interested for that reason. 

Mr. O’Donnett. But in this particular instance, they don’t feel 
that any of these organizations are equipped to actually furnish 
business to them and are reputable firms. 

Mr. Drake. Yes; based on the brochures of these prospects they 
have sent ink and so forth, practically all of them are nonfinanceable, 
by commercial finance companies. 

Mr. O’Donnett. What do you mean by that ? 
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Mr. Drake. Commercial finance companies depend mostly or, 
rather, their services are geared mostly to the financing of accounts 
receivable, and there must. be an average of some $20, 000 a month of 
accounts receivable generated, so that a finance company can really 
find it worthwhile to advance "their money to it. 

In other words, it must be liquidated out within 30 or 40 days. 
Most of these people here are people that need $5,000 and they might 
have a photograph studio or something like that, and they have no 
reserves, and they are not financeable. 

Mr. O’DonnELL. What you operate is on the basis of secured loans; 
am I right ? 

Mr. Drake. Secured loans that are quickly paid off, or paid through. 

Mr. O’DonneEtL. What happens to this various information when 
it arrives in your offices ; is it thrown in the basket or is it used, or what ? 

Mr. Drake. At first it was a curiosity, and some of our people looked 
through it, and they sent on some of this to me, and now it is no longer 
even a curiosity, and they have been told to discontinue it, especi ially 
this lenders locator which is not connected with the previous organiza- 
tion, but it is thrown in the trashbasket now and they pay no attention 
toit. It is our feeling that they want to go beyond throwing it in 
he trashbasket and they want to have them take their names off the 
mailing list. 

Mr. O’Donnetn. How many loans, to your knowledge, have been 
made by the 115 firms in your organization, on the basis of contracts 
that have been made with the firms by some of these organizations 

Mr. Drake. One single loan. 

Mr. O’Donnex. Do you have any idea how much it was? 

Mr. Drake. It was a very small loan, and I had an item here about 
it and it was made to a firm known as Max’s Frozen Foods, over in 
Lakewood, N.J., and they had an average of 15,000 accounts receivable 
per month, and this was the only loan to my knowledge that was made 
by any commercial finance company. 

Senator Jackson. How much did it amount to? 

Mr. Draxe. As I said, it had a monthly average of $15,000 of 
receivables. In other words, they would loan up to m: iybe 60 or 80 
percent of that $15,000, and these receivables would generate each 
month, and there would be new receivables as the old receivables were 
paid out. 

And also, I might state this, for the benefit of the committee, that 
the representative or the man who was in this company’s office, Arthur 
Sinking, indicated to the Commercial Finance Co. that was on this 
particular loan; that less than one-tenth of 1 percent of the applicants 
that were processed by this agency were placed. That is less than 
one-tenth of 1 percent. 

Mr. O’Donneti. What is the name of the organization, the lenders 
organization ? 

Mr. Drake. Monroe Lazare & Co. 

Mr. O’Donnett. I am not talking about your firm, and I am talking 
about the company that made the approach to solicit the loan. 

Mr. Drake. That was Lenders Service Corp. 

Senator Jackson. We just wanted that for the record. 

Are there any other questions ? 

If not, thank you very much. 
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Senator Musxier. Are the legitimate brokers and factors licensed 
under any State law ? 

Mr. Drake. No. In New York they have no license for them, but I 
do not know about other States having licenses for finders. I would 
think in a great majority of cases they are not licensed. 

Senator Muskie. Do you think it might be desirable to have licens. 
ing provisions, as a control against this? 

Mr. Drake. In view of this evil and in view of the fact that these 
are not the only two companies, and in view of the great number of 
companies coming into this field, it might be an answer to have ]i- 
censing of these brokers or opportunity finders. 

Senator Muskie. Have you given any consideration to a model 
statute along these lines ? 

Mr. Drake. Have we given it thought? No. Asa matter of fact, 
this problem has not come up until these fellows invaded the field. 

Senator Musxir. Now, these loans that are solicited through your 
brokers and factors, if a loan were consummated, one of these agencies 
would command its advance fee and in addition the broker would get a 
finder’s fee. 

Mr. Drake. This one here, Lenders Locator, is working both sides 
of the street. They get the advance fee, and then in the event any 
of these click, why, then they will ask for the finder’s fee. That is 
another reason why they were told to discontinue having these people 
send that list to them, because in the event that in the future some 
finance company would find a possible prospect there, and take him 
on, it wouldn’t be long before they would get a letter from these 
fellows and say that as of such and such a date, we had them included 
in our list and you fellows took them and where is the finder’s fee. 

Senator Muskie. So the businessman involved pays a double fee in 
that instance. 

Mr. Drake. Well, the businessman pays no fee at all, at the present 
time, as far as commercial financing is concerned. 

Senator Muskie. Not with a legitimate broker, no. 

' Mr. O’Donnetx. Is your membership list of your organization 
available to these companies? 

Mr. Drake. To which companies? 

Senator Muskie. To any of these lenders companies. 

Mr. Draxr. Well, as far as we are concerned, they are not available. 
We have had a few of them come in, came in from Washington, D.C., 
to get a copy of the roster and we have refused to give them a roster 
but they can obtain it because we print in the proceedings of our 
annual convention in which the names of all of our members are 
listed, and that is available for sale, and so I am pretty sure they can 
obtain it without too much trouble. 

Senator Jackson. Thank you. We will resume tomorrow at 2:30 in 
F-39; that is,in the Capitol. Ifthe Senate is not in session tomorrow, 
we can meet over here, but unless otherwise notified we will be in 
F-39 at 2 :30. 

(Whereupon, at 12:45 p. m. the committee was recessed, to recon- 
vene at 2:30 p.m. Wednesday, April 29, 1959.) 
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U.S. Senate, 
SENATE PERMANENT SUBCOMMITTEE 
ON INVESTIGATIONS OF THE 
CoMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, D.C. 

The subcommittee met at 2 p.m., pursuant to Senate Resolution 43, 
agreed to January 29, 1959, in room F-82, the Capitol, Senator Henry 
F fickaon (acting chairman of the subcommittee) presiding. 

Present: Senator Henry M. Jackson, Democrat, Washington; Sen- 
ator Edmund 8S. Muskie, Democrat, Maine; Senator Kar] E. Mundt, 
Republican, South Dakota. 

Aso present: Donald F. O’Donnell, acting chief counsel; Philip 
Morgan, chief counsel to the minority; Thomas G. Egan, assistant 
counsel ; Susan 8. Becker, acting chief clerk. 

Senator Jackson. The subcommittee will come to order. 

(Members of the subcommittee present at time of convening: Sen- 
ators Jackson and Muskie.) 

Senator Jackson. We will resume now the hearings on 8S. 550. The 
next witness will be Mr. William King, legal adviser to the Bureau of 
Litigation, Federal Trade Commission. 

Do you solemnly swear that the testimony you are about to give 
will be the truth, the whole truth, and nothing but the truth, so help 
you God ? 

Mr. Kina. I do. 


TESTIMONY OF WILLIAM M. KING. 


Senator Jackson. State your name and official position. 

Mr. Kine. William M. King. I am the legal adviser, Bureau of 
Litigation, on the deceptive practice side. 

Senator Jackson. I believe you have a prepared statement. 

Mr. Kina. Mr. Chairman, I am substituting for Mr. Murphy, who 
is the Assistant Director of the Bureau. Unfortunately, he came 
down with a very severe throat infection and was not able even to 
speak, so I am supplying the voice and he is supply the material. 

Senator Jackson. You will be reading his statement ? 

Mr. Kine. With the permission of the committee; yes. 

Senator Jackson. That permission is granted. It is completely 
understandable. 

Mr. Kine. Omitting some of the introductory remarks whic! apply 
toMr. Murphy specifically, the statement is as follows: 

_ This statement has to do with various formal proceedings involv- 
ing unfair deceptive practices and unfair methods of competition in 
commerce under the Federal Trade Commission Act. 
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I assume, Mr. Chairman, if I may interpolate, that from the cop. 
tents of the statement, I take it that the committee was not only in- 
terested in Commission matters involving the particular matter jp. 
volved in the bill, but also covering generally various matters that 
have have arisen in the Commission’s history involving practices or 
industries that might be considered or characterized as “rackets.” 

Senator Jackson. That is true. We find that when we start an in- 
vestigation into a specific area, they leave that area to start a new 
area. So running through all of this appears the element of fraud 
and deception. 

This, { think, is the concern of the committee. Your remarks in 
this broad area, I think, would be most appropriate. 

Mr. Kine. Thank you very much. 

The jurisdiction of the Commission in this field is very wide. The 
products and practices proceeded against are almost unlimited in 
their scope and variety. I have tried to select certain categories of 
the so-ce Ned fast buck operations which might be of interest to this 
committee, operations only “limited by the fertility of the imagina- 
tion of those who work them.” 


I, ADVANCE REAL ESTATE FEES 


I will just mention in passing the illegitimate advance fee opera- 
tions in interstate real property transactions. This operation has 
been thoroughly discussed before this committee. The Commission is 
still active in this field. I am leaving with the committee a few of the 
recent complaints and decisions in this field. 

D-7103—Coast to Coast Service Corp., et al., Commission decision 
issued January 9, 1959. 

D-7248—Nichols & Associates, Inc., et al., complaint issued Sep- 
tember 4, 1958. 

D-6746—Affiliated Brokers, Inc., et al., Commission decision issued 
June 28, 1957. 

D-7326—American Equitable Corp., et al., complaint issued De- 
cember 9, 1958. 

D-7341—Pioneer Business Service, et al., complaint issued Decem- 
ber 29, 1958. 

D-7448—Charles Ford & Associates of the West, Inc., et al., com- 
plaint issued March 17, 1959. 


Il, LOANS TO BUSINESSMEN 


A new racket, patterned after the advance fee real estate fraud, 
is now being developed and many of the former operators of the 
advanced fee technique are getting into this new act. 

The victims are small businessmen who have been unsuccessful in 
obtaining loans from legitimate sources. These so-called promoters 
visit the small businessman and confide that they are in touch with 
certain organizations which give sympathetic consideration to the 
character and ability of the loan seeker and which believe in the 
vital functions of small business. These promoters promise to obtain 
even larger loans than the businessmen seek—all that is required is 
the payment of a modest fee and the signing of a “routine” contract, 
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This is the bait. ‘The businessman, in his desperation for any kind 
ofa loan, snaps it up. He fails to read the fine print in the contract. 
He eventually learns that he has been victimized—he has paid a fee 
for nothing more than a promise by the promoter that a worthless 
recommendation will be made to a legitimate arte agency that the 
pusinessman is a fine fellow, has a nice store, and should get the 
loan he is seeking. 

I am leaving with the committee three of the complaints issued 
by the Commission in this field : 

D-7338—Charles Ford & Associates of the Midwest, Inc., Casey & 
Associates, Inc., et al., complaint issued December 17, 1958. 

p-7449—Lenders Service Corp., et al., complaint issued March 17, 


959. 
D-7350—Trade Consultants of America, Inc., et al., complaint is- 
sued January 6, 1959. 


Ill, VANITY PUBLISHERS 


Another category is the so-called vanity publishers. Many people 
want to write a book—especially elderly folks who want their mem- 
oirs immortalized upon a bookshelf. ‘This vanity is thoroughly ex- 
poited by the so-called vanity publisher. 

The offers of this fraternity to cooperate with prospective authors 
in the publication of their work are traps skillfully baited with the 
author’s ego, sometimes thoroughly conditioned with unsuccessful 
efforts to find a legitimate publisher. 

Contracts calling for royalties, subsequent editions, motion picture 
rights, autograph parties, advertising campaigns in outstanding lit- 
erary magazines, et cetera, are mere window dressing in a scheme 
by which the prospective author pays dearly for the printing of his 
book and at a substantial profit to the publisher. Seldom, if at all, 
has an author received any return for his literary effort or for his 
venture into the cooperative publishing. 

As usual, such a scheme numbers among its victims those who 
are less able to afford the losses they naturally incur—the sick, the 
handicapped, and the aged. Despite claims by the cooperative pub- 
lishers that a manuscript must have merit before it will be published, 
the fact remains that no work, however poor, will be rejected if the 
author can produce the required sum to invest in his work. 

I am leaving with the committee five complaints and cease-and- 
desist orders issued by the Commission in this field : 

D-6638—Exposition Press, Inc., et al., Commission decision is- 
sued January 9, 1958. 

D-7005—Vantage Press, Inc., et al., Commission decision issued 
October 3, 1958. 

D-7223—Greenwich Book Publishers, Inc., et al., complaint is- 
sued August 5, 1958. 

D-6693—Pageant Press, Inc., et al., Commission decision issued 
April 12, 1957. 

i 7180—Comet Press Books Corp., et al., complaint issued July 

, 1958. 
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IV. SCARE TACTICS 


The Commission has issued a number of complaints involving go- 
called scare tactics. 

(a) A good example of this type of operation is the method em- 
ployed by salesmen to sell fire alarm systems in the home. The sales- 
men first gain entrance in the home by representing a connection 
with the city government or some civic organization for fire preven- 
tion. 

Once in the home, he exhibits newspaper clippings and horror pic- 
tures of fire fatalities calculated to arouse parental emotions and 
representing that this is what the prospective purchaser may expect 
if he does not purchase respondents’ products. 

I am leaving with the committee three cease and desist orders is- 
sued by the Commission in this type of case: 

D-6489—National Fire Safety Counsellors, et al., Commission de- 
cision issued June 12, 1956. 

D-6916—Fire Safety Services, Inc., et al., Commission decision 
issued March 19, 1958. 

D-6712—Dictograph Products, Inc., et al., Commission decision is- 
sued June 28, 1957. 

(6) Another example is the case against a large furnace manu- 
facturer whose sales crew masqueraded as city or public utility in- 
spectors and under the guise of a safety campaign deliberately sabo- 
taged a householder’s furnace in order to make a sale of a new fur- 
nace or extensive repairs on the old one. 

They would also free cleaning and minor adjustments in order 
to secure leads. The salesmen would often dismantle a furnace and 
then refuse to reassemble the unit, misrepresenting that such a serv- 
ice would involve great danger of fire, explosion, or asphyxiation of 
the householder and his family. 

Sometimes the furnaces were reassembled, but only when the house- 
holder would sign a release absolving the respondent and its em- 
ployees of any liability. Many such releases were signed under the 
duress of cold weather and in order to restore heat to the home, 

I am leaving with the committee a copy of the complaint and the 
Commission’s orders to cease and desist in this matter, D-6203, Holland 
Furnace Co., a corporation, Commission decision issued July 7, 1958. 

(c) Ashampoo manufacturer advertised its products on television. 
The model was shown washing her hair. She looks up, startled, as the 
announcer speaks. “Stop. Don’t burn your hair—with harsh deter- 
gent shampoos.” 

These scare tactics alarmed and frightened beauty-conscious young 
girls that detergent shampoos will burn their hair. A copy of a com- 
plaint and Commission cease and desist order in this matter is left with 
the committee. 

D-6827—Lanolin Plus, Inc., Commission decision issued October 18, 
1957. 

(d) Another case of this type would be the so-called labor publica- 
tions soliciting advertising from employers of labor, implying that the 
publication is an official publication of the American Federation of 
Labor or AFL-CIO. 

All solicitations are made by telephone, both local and long dis- 
tance. In many instances there is an implication that better labor 
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relations will exist if an ad is taken. In many instances when an 
advertisement is refused, the employer’s name is inserted in the paper 
anyway and he receives a bill therefor. 

ea leaving with the committee seven complaints in these matters 
and also a Commission decision which was affirmed by the circuit court, 
among which are: 

p-6940—Ernest Mark High, an individual. Complaint issued No- 
yember 15,1957. Hearings have been completed and we are awaiting 
initial decision of hearing examiner. 

p-5966—Trade Union Courier Publishing Corp., et al., Commission 
order to cease and desist affirmed by C.C.A. 3, May 10, 1956. 

D-7339—National Employment Information Service, et al. Com- 
plaint issued December 19, 1958. Hearings are now in progress. 


V. OFFERS OF EMPLOYMENT 


The Commission has proceeded against several sales schemes dis- 
guised as offers of employment. These schemes are aimed at the 
retiree who wants to augment his income, the veterans, more particu- 
larly the handicapped, who wants a part-time job, and the housewife 
with time on her hands. 

Some examples of this type of case in which the Commission has 
been active are: 

(a) The vending machine pitch. In this type of case, the advertise- 
ments, frequently published under the help wanted column, claim that 
acomfortable living may be made with little effort and by only part- 
time servicing of respondents’ machines. Respondents represent that 
they will set the prospect up in business with an established route, 
obtaining choice locations, supply merchandise at cost, et cetera. 

The victim eventually discovers that the deal involves the purchase 
of antimber of expensive vending machines—and from that point he 
isonhisown. Needless to say, the price of the machine precludes the 
opportunity for any other except the respondent to make a profit. 

il leaving with the committee five complaints and cease and desist 
orders issued by the Commission in this type of case: 

D-(050—North American Nut Co., Inc., et al., Commission decision 
issued May 29, 1958. 

D-6902—The Atlas Manufacturing & Sales Corp., et al., Commis- 
sion decision issued December 4, 1958. 

D-7017—Mainline Sales Corp., et al., Commission decision issued 
April 18, 1958. 

D-7335—N ut-Distributors, Inc., et al., complaint issued December 
15,1958. 

D-7399—Allied Merchandising, Inc., et al., complaint issued 
February 6, 1959. 

(6) Reweaving correspondence schools advertise in newspapers 
under help wanted classifications, thereby giving the impression that 
employment is being offered when, in fact, the purpose is to obtain 
purchasers of their courses of study. Similar situations occur in the 
sale of courses for airline hostesses. 

I am leaving with the committee four complaints and cease and 
desist orders issued by the Commission in this type of case: 

D-6644—Magic Weave, Inc., et al., Commission decision issued 
April 2, 1957. 
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D-6541—Invisible Reweaving Institution, et al., Commission degi- 
sion issued November 30, 1956. 
D-7318—Skil-Weave Co., et al., complaint issued November 96, 
1958. 
D-7214—Soma Advertising Agency, et al., complaint issued August 
1, 1958. 
VI. HAIR 


The Commission has been active in proceedings against several self- 
styled hair growers. Millions of dollar annually are literally thrown 
away in a hopeless and hapless hunt for hair. With 12 million esti. 
mated bald men in the country, it is apparent that there is a tremen- 
dous market potential for those employing slick advertising copy, 

Some of the pseudopromoters maintain so-called clinics usually 
in larger cities where there is always a ready supply of bald men ayail- 
able as potential customers. Other self-styled hair restorers have pre- 
ferred to send traveling clinics throughout the country so that the bald- 
ing residents of the smaller communities will have the benefit of the 
latest discoveries of science. This latter group has usually limited 
its stay to 1 or 2 days in a town. 

Recognized medical authorities agree that 95 percent or more of 
all baldness is of the so-called male pattern type for which there is 
no known remedy. 

Medical science admittedly does not know the complete answer to 
baldness, although it does know that the preparations sold by the 
so-called experts are not the remedy. The application of ultraviolet 
light, high-frequency heat, massage and shampoos in treatment parlors 
maintained by some of the respondents may give a tingling, if not 
satisfying sensation to the scalp, but does not have any effect on pre- 
venting hair loss or stimulating hair growth in cases of the already 
bald. 

Some of these so-called hair experts, without any formal training, 
call themselves trichologists and make extravagant claims for their 
treatment of baldness as the Nation’s foremost authority on hair and 
scalp. 

Besides the use of a white coat, there is one qualification, however, 
which all the hairgrowers must possess, and that is a full head of 
hair. As one respondent explained, “A man in this business must 
have hair.” 

I am leaving with the committee several complaints and cease and 
desist orders issued by the Commission in this type of case: 

D-7152—Harlow Hair Experts, complaint issued May 21, 1958. 

D-6589—Keele Hair & Sealp Specialists, Inc., et al., initial deci- 
sion of hearing examiner filed August 28, 1958. The matter is now 
before the Commission on appeal from the initial decision. 

D.-6346—Ward Laboratories, Inc., Commission decision issued 
March 4, 1959. 

D-6499—Erickson Hair & Scalp Specialists, Commission decision 
issued February 26, 1959. 

D-6498—V oss Hair Experts of Georgia, Commission decision issued 
February 9, 1959. 

D-7104—Alex Sales Co., et al., Commission decision issued August 
98, 1958. 
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Senator Jackson. We will have to suspend for a few moments as 
there has been a call from the Senate floor. 

A short recess was taken, at the expiration of which the followin 
members of the subcommittee were present: Senators Muskie an 
Mundt. ) 

Senator Muskre (presiding). The subcommittee will be in order. 

You may proceed. 

Mr. Kine. We have now arrived at item VII on page 13, arthritis, 
rheumatism, and related conditions, 

Arthritis, rheumatism, and related conditions are common ailments 
of aged people. It is estimated that in excess of 10 million people 
in the United States are in some manner the victims of these illnesses, 
The Commission has been active in proceeding against the false pur- 
veyors of cures of these afflictions, thereby giving empty hopes for 
the afflicted and absconding each year with millions of dollars. 

Cases have involved pills, salves, ointments, rub-ins, devices, book- 
advertising—all claiming adequate and permanent cures. The Com- 
mission has issued several complaints and cease and desist orders 
prohibiting these extravagant claims, and, in any event, limiting 
claims to temporary relief of minor aches and pains of such conditions. 

I am leaving with the committee five complaints and Commission 
decisions on this type of case. 

D-7347—Hicks Pharmacal Co., et al., complaint issued February 
6, 1959. 

D-7123—Timed Energy, et al., Commission decision issued Sep- 
tember 9, 1958. 

D-6885—Norkon Pharmacal, Inc., et al., initial decision of hearing 
examiner filed October 24, 1958. The matter is now before the Com- 
mission on respondents’ appeal from the initial decision. 

D-6843—The Health Guild et al., initial decision of hearing exam- 
iner filed January 2, 1959. The matter is now before the Commission 
on respondents’ appeal from the initial decision. 

D-6548—O-Jib-Wa Medicine Co. et al., C.C.A. 6 affirmed Commis- 
sion’s order to cease and desist on July 10, 1958. 








VIII. SKIP TRACING 


Deceptive means employed in connection with locating delinquent 
debtors is a practice that for many years has been frowned upon by 
the Commission. The practice is commonly referred to as skip 
tracing. 

Since 1944, the year the first skip-tracer case reached the wae 
(Silverman v. Federal Trade Commission, 145 F. 2d 751, C.C.A 9), 
the Commission has enjoined numerous variations of the practice 
ranging from giving away merchandise of insignificant values to 
brazen 1 represent: itions that the request for information was from a 
branch of the U.S. Government. 

A most recent example of the schemes employed and a case which 
almost runs the gamut in the various methods devised is the National 
Research Co., Commission docket No. 6236. 

This company gathered information under the pretext of conduct- 
ing a research on the subject of gasoline and cigarettes, gifting the 
replier with a few cigarettes or a gallon of gasoline. In addition, 
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forms were used which were designed to resemble requests from the 
U.S. Government and which were postmarked from Washington, D.C, 
to enhance the representation. 

The position of the Commission in stamping out this practice has 
been sustained unequivocally in every circuit court in which the cages 
have been appealed. 

Language similar to that used 1 in the Silverman case, to the effect 
that the practice is nothing but a “cheap swindle,” has also appeared 
in other leading skip-tracer cases. See: National Service ured, 
et al. v. Federal Trade Commission, 200 F. 2d 362 (C.C.A. D.C, 
David Bernstein v. Federal Trade Commission, 200 F. 2d 404 (C.C. A 
9); DeJay Stores v. Federal Trade Commission, 200 F. 2d 865, 
(C.C.A. 2), FTC docket 5793; Lester Rothschild v. Federal Trade 
Commission, 200 F, 2d 39 (C.C.A.7). 

D-6236—National Research Co., is now pending in C.C.A. 9 on 
petition to review Commission’s order to cease and desist issued No- 
vember 14, 1958. 

IX. CORRESPONDENCE SCHOOLS 


The Commission has been quite active in the correspondence school 
field, in the protection not only of the youth of the country, but of 
the elderly. 

The theme common to all advertising by these “schools” is that their 
“oraduates” can obtain employment as a result of acquiring special 
knowledge allegedly offered. 

I may say, if I m: Ly interpolate, that the promised returns greatly 
exceed those that ordinarily may be expected, even if you passed the 
course. 

This employment may be held out as being extremely lucrative 
(chemistry), romantic (commercial airlines), offering security (U.S. 
civil service), meeting a humanitarian need (nursing), or offering a 
form of insurance against the death of a husband (commercial re- 
weaving at home). 

The appeal of contact advertising, and thereafter the representa- 
tions of fast-talking salesmen, thus are aimed to strike at a wide va- 
riety of vulnerable human emotions. 

I leave with the committee five complaints and orders regarding 
the Commission’s activities in the correspondence school field. 

D-7376—National School of Chemistry et al., complaint issued 
January 23, 1959. 

D-7238— Western ( ‘oaching Bureau et al., complaint issued August 
21,1958. 

D-7290—Sun Valley Air College, Inc., et al., complaint issued 
November 5, 1958. 

D-6515 icago School of Nursing et al., Commission decision 
issued November 18, 1957. 

D-6153—Weavers Guild, C.C.A. 9, affirmed Commission’s order 
on April 17, 1957. 








CONCLUSION 


The foregoing matters are representative of the wide variety of pro- 
ceedings conducted by the Federal Trade Commission. Because of 
the large number of alleged violations of law that are continually 
brought to the attention of the Commission, and, due to limited funds 
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and personnel, we try to operate on a basis of selectivity; that is, se- 
lecting the matters with the greatest public interest. 

We are glad to cooperate with the committee. We trust that the 
foregoing submissi ions are respons sive to our invitation here today and 
that “these matters will be of some interest to the committee. 

May Il express the appreciation of myself, Mr. Murphy, and, I am 
sure, the C ommission, having been able to submit this statement to you 
today. 

Senator Musxtr. Do you feel that you have enough legislation to 
deal with all of these categories’ 

Mr. Kine. Senator, to deal w ith them, yes. In some respects to deal 
with them effectively, no. I have been with the Commission some 20 

ears in the litigation end. I know that the question of whether we 
might do a better job and better serve the public would be possible if 
we had the right to apply for injunctions in all of our cases. Of 
course, I can only express my own personal opinion, as you understand. 

We do have statutory authority to seek injunctions under the Wool 
Act and the Fur Act, the New Fabric Act, and under the Wheeler- 
Lee amendment to the Federal Trade Commission. However, that 
leaves a tremendous variety of cases where we have to proceed by the 
rather slow and cumbersome procedure of going through hearings 
and possibly getting a desist order, and having it appealed to the 
Commission, the initial decision to the Commission, and then to the 
court. 

I have in my experience felt that we could best or better serve the 
public, protect ‘the public, and serve the public interest if we did have 
this injunctive author ity. On the other hand, as you know, Senator, 
injunction is an extraordinary proceeding. It is pretty severe in 
some cases. That is particular ly true when you can get a temporary 
restraining order in an ex parte hearing before a Federal district 
court. 

Of couse, the temporary injunction comes up and there can be a 
hearing at that time, but those hearings on injunctive proceedings is 
not nearly as comprehensive and probably does not being out the 
facts as in a regular hearing before a court or before the Commission. 

So while I have the personal feeling that it would be of great assist- 
ance to the Commission in administering the act, I do know that it 
would have to proceed with caution and ‘select the cases which re: lly 
require such action, and be very sure that we had full and complete 
facts that we felt justified the application for an injunction. 

(At this point Senator Jackson entered the hearing room.) 

Mr. Kina. I think it was desirable, and I think we could do that, 
as we have done it under the sections of the statute where we have 
that authority; that is, we certainly try to, and I think generally 
speaking we do. 

I have no recollection of any case where we got an injunction that 
we didn’t succeed in getting an order from the Commission in the 
administrative proceeding substanti: illy in accord with the injunction. 

Senator Munpr. Our first witness was Mr. Briggs of the FTC. 
We asked him to submit on behalf of the FTC any recommendations 
for changes in the law which would better equip you to deal with this 
advanced fee racket, with this small loans racket, or any other racket 
whereby people are being defrauded of their money because of this. 
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He will undoubtedly consult with you in arranging those recom- 
mendations to the committee. 

Mr. Kine. I would be very happy to. 

Senator Muskim. Any changes would be on the remedial side rather 
than on the substantive side? 

Mr. Kina. Yes. Certainly the act is broad enough to encompass 
any practice, any unfair and deceptive practice, or unfair method of 
competition. So it would be on the remedial rather than the sub- 
stantive. The substantive act is certainly broad enough to cover 
anything. 

Senator Musxie. I asked this question of the witness yesterday. 
It would be helpful if legitimate brokers and factors in the lending 
field were licensed under State law ? 

Mr. Kine. Well, perhaps, Senator. 

Senator Musxiz. Some States do license them. 

Mr. Kine. I understand they do. Certainly if they had to meet 
certain qualifications and set up certain standards, which might be 
required by the licensing act, certainly it would keep out many ille- 
gitimate concerns who couldn’t meet those standards and who couldn’t 
get their license. 

I would think that would be very effective. On the other hand, of 
course, that is a proposition that the States have to handle, I would 
think, because that outfit might do business only within the State 
and Congress would have a difficult time requiring them to get a 
license within the State. 

Of course, if they did interstate business, I presume Congress would 
have that authority, to require licenses, a Federal license. 

Senator Jackson. Let me make this comment: One possible way 
of handling this problem, to avoid a Federal license, and which would 
more or less force the States to take some action, would be, it would 
seem, to provide by Federal statute that whenever a business firm is 
in violation of a State law, and engages in interstate commerce, they 
would be in violation of the Federal statute, like the Connelly Hot 
Oil Act, if I make myself clear. 

In other words, this would encourage the States to pass legislation, 
so that the Federal role would be not to license, as I see it, but would 
be to aid the States in that area where they can’t get at the defendant 
because the defendant relies on the immunity of the commerce clause, 
saying that the Federal Government has jurisdiction and the States 
can’t occupy that field. 

We can close the gap by making noncompliance with State require- 
ments a basis for violation of the Federal law, as it is in the case of 
the Connelly Hot Oil Act. If you ship oil in interstate commerce in 
violation of State quotas, then it is a violation of Federal law. 

Maybe the analogy is not legally supportable, but I think there is 
a possibility here which the courts would support that might avoid 
the cumbersome aspects of Federal licensing, but which would close 
this door. Do you think so? 

Senator Muskie. I think that is an excellent suggestion. 

Senator Jackson. I think it ought to be researched. I have been 
troubled about licensing. I suggested licensing last year. But I 
think we all want to avoid Federal bureaucracy here, which would, 
indeed, be an enormous task. 
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But it seems to me that this would have a dual effect; that is, to 
make the States close the gap, and, at the same time, make it possible 
for the Federal Government to close the door on those unscrupulous 

Je who would rely on interstate transactions. State laws don’t 
mean anything in most of these cases because the wrongdoers are in 
interstate commerce. 

Mr. Kine. That is right; the States cannot touch them. 

Senator Munpr. It would at least offer the opportunity to the 
States to take advantage of the Federal statute. 

Senator Jackson. We could not force them, but the Department 
could point out that where these things are going on, all the State has 
to do is set up an appropriate statute to cover this practice. 

Senator Munpr. I presume it would mean that all of the unscrupu- 
lous racketeer outfits would be domiciled in those States where there 
are no State laws, just as at one time most of our corporations were 
domiciled in Delaware, because they had laws most advantageous to 
corporations. But over the long pull, I think public pressure would 
compel States to pass some kind of law. 

Senator Jackson. But you do not need a law in every State. You 
could foul them up from a legal standpoint at either end of this thing 
if the States had the laws. 

Senator Munpr. If you do not have laws in every State, they will 
house themselves and operate out of whichever State does not have a 
law, and this particular gimmick would not be effective. 

Senator Jackson. The States would be put on notice, and they 
would have to share the burden of local policing, which they should 
do. 

But when you deal with a few of these large concerns that are in 
interstate commerce, not too many in this category, they would be out 
of business pretty fast, because they would be subjecting themselves to 
Federal penalties. If they are criminal penalties, they would cer- 
tainly know about it. 

Mr. Kina. May I make an observation along that line? We have 
run into that situation somewhat in this respect: A few years ago we 
started a series of cases involving what we alleged to be false repre- 
sentations in the health and accident, life insurance, and whatnot field. 

Most States had laws regulating life insurance and health and acci- 
dent insurance companies. The courts finally held that under some 
congressional act—what was it? Well, it isn’t too important now. It 

rovided that the Commission would only have jurisdiction when the 
States themselves did not enforce certain rules and regulations. 

The courts held that in those States that did, the Commission did 
not have any jurisdiction. But immediately, as strange as the case 
may be, and maybe not strange at all, every State who had that law 
immediately began to enforce their regulations, which would seem to 
me to indicate something along about what you are thinking about 
now. 

When those things are called to their attention, and the importance 
of the thing is pointed up, State legislatures are more apt to act than 
if the thing just rolls along, with nobody saying anything about it. 

Senator Jackson. I would like to suggest that Mr. O’Donnell ar- 
range with your people and the other departments, Post Office and 
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the Department of Justice, to have a conference on this to see what 
we could come up with. 

I think that in this connection it might be helpful, if there is no 
objection, that some consideration be given to a broad statute so that 
we could cover all of the business practices that involve fraud and 
deception. Certainly, if we try to itemize by field, they will appear 
within a few months in all of the areas thtat we have not included, 

This is already borne out by the record we have been taking here 
the last couple of days. If there is no objection, I will ask Mr, O Don- 
nell to get together, and likewise if there is no obje ction along the lines 
that the Chair suggested; namely, to use State standards so that we 
will not get into the question of Federal licensing, but to make it a 
violation of Federal law where the individual is not in compliance 
with State standards, whether there are penal penalties involved or 
enforcement by actions in civil suit. 

We can certainly utilize those State statutes as a basis for violation 
of a Federal law and with criminal penalties. I think that is the 
only way these people are going to stop. We can have a conference 
or a meeting on that. 

If that is all right, we will do that. 

Thank you,sir. Weappreciate your statement. 

Mr. Kine. Thank you, Mr. Chairman. 

Mr. O’Donnetu. Mr. Chairman, the various cease-and-desist orders 
that were introduced by Mr. King, may I ask that they be made ex- 
hibits for reference only ? 

Senator Jackson. They will be admitted for reference only and 
will be numbered from 2 through 11. 

(Orders referred to were marked “Exhibits 2 through 11” for refer- 
ence, and may be found in the files of the sube ommittee. ) 

Senator Jackson. Without objection, they have been identified for 
the purpose of reference only. 

Mr. O’Donnett. I also offer as an exhibit a photostatic copy of 
a letter to Senator McClellan, dated March 17, 1959, from John R. 
Heim, acting secretary, F ederal Trade C ommission, "which sets out 
their position with regard to S. 550. 

In effect, it states: 

The Commission neither favors nor opposes passage of the bill. 8. 550, if 
enacted, would not directly affect the duties or functions of this Commission. 

Senator Jackson. I think that letter and any other letters in con- 
nection with S. 550 should appear at the outset of the hearings. 

Without objection, they will be so included in the permanent record. 
They should be at the inception of the hearing so as to be in order, 
all letters from the Departments on the subject. 

The bill has already been put in the record. The letters should 
follow the bill. They all should be after the opening statement by 
the chairman, if there is no objection. 

The last witnesses today will be Mr. Callahan and Mr. Stephens 
from the Post Office Department. Would both of you be sworn? 

Do you and both of you solemnly swear that the testimony you are 
about to give will be the truth, the whole truth, and nothing but the 
truth, so help } you God? 

Mr. Catnanan. I do. 

Mr. Sreruens. I do. 
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TESTIMONY OF DAVID H. STEPHENS AND WILLIAM F. CALLAHAN 


Senator Jackson. Will each of you identify yourself and official 
position for the record? Then you may proc eed in your own way. 

Mr. Srerurens. I am David “H. Stephens, Chief U.S. Postal In- 

Se ior 

Mr. Caviauan. I am W. F. Callahan, Director of Mail Fraud In- 
Wee ctsons. 

Senator Jackson. Mr. Stephens, do you have a prepared state- 
ment ? . 

Mr. Sreruens. I have a statement of some 12 pages, Mr. Chairman 
and gentlemen. 

Mr. Chairman and members of the committee, your invitation to 
appear before your committee and discuss the w ork of the Postal In- 
spection Service in the suppression of mail fraud schemes is greatly 
appreciate l. 

Duri ‘ing the past several years fraudulent promotions have steadily 
incl reased, sur Pp issing anything heretofore experienced in the history 
of the post tal serv ice. To meet this cha illenge, the Postal Inspection 
Service, in coopel ration with the Criminal Division, Department of 
Justice, and U.S. attorneys throughout the Nation, initiated a coordi- 
nated program in order to protect the American public and prosecute 
the promoters of these frauds. 

The mail fraud statutes, title 18 United States Code, section 1341, 
and title 39 United States Code section 259, were designed to pro- 
tect the public from all intentional schemes to despoil and to prevent 
the postal establishment from being used in the perpetration of such 
schemes. The variety of these promotions is virtually without limit 
and persons in all walks of life are potential victims. 

The tremendous scope of this problem is evidenced by the fact that 
in fiscal year 1958 postal inspectors investigated 8,154 cases of al- 
leged mail fraud, resulting in the arrest of 355 promoters. Numerous 
other cases were ‘disposed of through the issuance of fraud orders or 
by the signing of affidavits providing for the discontinuance of the 
unlawful practices. During the current fiscal year there has been 
a significant increase in the number of investigations conducted and 
arrests for mail fraud are at an all-time high. 

In view of the extent of this problem, it is impracticable to discuss 
all of the fraudlent schemes or types of schemes which we are called 
upon to investigate; therefore, this report will be confined to those 
which it is believed will be of particular interest to the committee 
at this time. 

Your committee during the past year made an extensive investi- 
gation of the so-called advance fee racket and, in my opinion, rend- 
ered a great public service in so doing. I am pleased to report to you 
that our coordinated investigative program has produced impressive 
results in suppressing this type of fraud. Following is a résumé of 
these investigations: 


1. ADVANCE FEE 





REAL ESTATE AND BUSINESS LOANS 


Prosecutions: On October 11, 1958, Clarence E. Brown. Albert E. 
Chapman, Richard B. Gurney, Ralph R. Neudeck, Merlin W. Nair, 
Leo H. Damm, Raymond Kawell, Kingsley R. Barham, and Merle 
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E. Wood, of Midwest Business Service, Carroll, Iowa, were indicted 
at Waterloo, Iowa, on 23 counts of mail fraud. Trial date has not 
yet been set. 

On January 14, 1959, Berthold Goodman, Melvin Crown, Louis 
Levine, William R. Carroll, E. F. Smith, and David Schiff, of Inter. 
state Exchange Co., Chicago, Ill., were indicted at Grand Forks, 
N. Dak., on 36 counts of mail fr aud and 6 counts of fraud by wire 
(18 U.S.C. 1343). 

In March 1959, defendants Levine and Schiff entered pleas of 
guilty and were given probation sentences. Levine, Schiff, and Car. 
roll, indictment having been dismissed against the latter, will testi 
for ‘the Government. "The remaining defendants are currently being 
tried by jury trial in the U.S. district court at Bismarck, N. Dak. 

On April 16, 1959, William John Madone, Lawrence H. James, 
James D. Allen. John Bonita, and Thomas J. Torpy, of Financial 
Service Corp., Miami, Fla., were indicted at Miami on eight counts of 

mail fraud. Trial date has not yet been set. 

Arrests: Arrests have been made in the following instances pur- 
suant to complaints filed before U.S. commissioners by postal in- 
spectors on authorization of U.S. attorneys: 

(1) Maurice Harry Kitzman, salesman for TCA South, Inc., At- 
lanta, Ga., was arrested on June 27, 1958. 

(2) Francis J. Weber and Mark Norwood, salesmen for Commer- 
cial Finance Service Corp., Washington, D.C., were arrested Febru- 
ary 14, 1959, at San Juan, P.R. Facts have since been submitted to 
the US. attorney and early presentation to grand jury is antici- 

ated. 
, (3) Marshall J. Appenzeller and Sam M. Eldridge, salesmen for 
Metropolitan Investment Service Corp., Atlanta, Ga., were arrested 
April 14, 1959, at Empire, Ala. 

nvestigations completed: Seven other cases have been presented 
to US. attorneys for consideration of instituting criminal prose- 
cutions. 

Cases under investigation: Including those mentioned above, there 
are 100 cases of this type under investigation at this time: 
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2. VENDING MACHINES, FRANCHISES, DISTRIBUTORSHIPS, ETC. 


This is one of the most widespread frauds currently being operated 
throughout the country. The promoters of this scheme advertise in 
newspapers for ‘ ‘employees” to work part time to supplement their 
incomes. 

They also advertise under headings such as “Guaranteed Income,” 
“Business Opportunity,” et cetera. Glowing pictures are painted to 
the victims regarding large profits in return for a relatively minor 
investment and little phy sical labor. Profits are grossly over- 
exaggerated. 

All of these, plus high-pressure salesmanship, make it compara- 
tively easy for these swindlers to sell vending machines to their vic- 








Lis 
r- 


re 


of 
T- 


ig 
Sy 


al 
of 


‘i 
l- 


t- 


SNA S&S 


ORGANIZED FRAUDULENT SCHEMES 75 


tims. The machines, themselves, are sold at inflated prices. The 
promoters promise to find suitable locations for the machines. 

Generally, after the vending machines are furnished, only a token 
effort is made to find suitable locations for the vending machines. 
The victims find themselves in possession of machines which, even if 
they operate satisfactorily from a mechanical standpoint, do not pro- 
duce any worthwhile profits. 

Similar frauds are perpetrated by the sale of franchises, distribu- 
torships, display racks, et cetera. 

Convictions: On May 12, 1954, Oscar A. Wickland and Curtis E. 
Jacobs were found guilty of mail fraud in connection with the opera- 
tions of the Pioneer Vending Corp., San Diego, Calif., and were sen- 
tenced to terms of 3 years and to pay fines of $2,500 each. 

Clarence V. Roades and Gene R. McCulloch were sentenced on 
October 14, 1955, at Kansas City, Mo., to serve terms of 18 months 
each. i hey operated under the name of Netco Enterprises, Kansas 
Cit 0. 

Aitred H. Osborne, Sr., and five others pleaded guilty to mail 
fraud charges on September 10, 1956, at Beaumont, Tex., and were 

laced on probation for 5 years. They promoted the Orange Frosty 

orp., Orange, ‘Tex. 

L. P. Reistroffer and six other defendants were found guilty of 
mail fraud at Waterloo, Iowa, and were sentenced on August 4, 1956, 
to serve terms up to 5 years for their activities under the name of the 
National Advanced Vending Co., Dubuque, Iowa. 

On October 10, 1957, Irving Singer and Sidney Birnbaum were 
sentenced at New York, N.Y., to serve terms of 18 months for mail 
fraud in connection with the sale of franchises under the name of 
Stop-Air Co., Lansing, Mich. 

W. C. Peddicord and four others were sentenced on August 11, 
1958, at Portland, Oreg., to serve terms of 5 years or less for mail 
fraud in regard to the sale of franchises. They operated under the 
names of Metro Laboratories and other names at Portland, Oreg. 

William Parker was sentenced on July 21, 1958, at Rome, Ga., to 
serve a term of 18 months for mail fraud in connection with the sale 
of distributorships. 

In late 1957 and early 1958 Frank A. Osborne and six others pleaded 
guilty to mail fraud activities under the name of Greeting Card Co. of 
America, and other names at Miami, Fla., in connection with the sale 
of distributorships. They were given terms of from 1 to2 years. Most 
of the defendants were placed on probation. 

Jack Kootchick and 11 other defendants entered pleas of guilty to 
mail fraud charges at Philadelphia, Pa. Kootchick was sentenced on 
February 20, 1958, to be placed on probation for 5 years, to pay a 
fine of $25,000, and to make restitution in the amount of $11,285.49. 
The other defendants were given lesser sentences. They had con- 
ducted the Royal Distributing Co., Philadelphia, Pa. 

Seven defendants in the case relating to the Eastern Distributing 
Co., Philadelphia, Pa., either pledged guilty or nolo contendere to 
mail fraud charges against them in 1958. Max M. Margulis, one of the 

rincipal defendants, was placed on probation for 5 years and fined 
8,000. The other defendants were given lesser sentences. 
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Ear] Basil Tucker was found guilty of mail fraud at Denver, C Olo,, 
on August 2, 1957, and given a sentence of 18 months. He operated the 
Western Sales Co. in that city. 

In 1956 Paul Kenneth Brown pleaded guilty to charges of mai] 
fraud and Murray Moss was found guilty by a jury. Brown was 
sentenced to 3144 year’s imprisonment. They conducted the Naeco 
Distributing Co., Kansas C ity, Mo. 

David Johnstone Sec sott was : sentenc ed on March 138, 1958, at Atlanta, 
Ga., to 18 months i imprisonme nt. King C. Bard, a codefendant , had 
previously been given a sentence of 2 year’s probation. They sold fran- 
chises for coin-operated Telex hospital radios. 

On April 16, 1958, Walter A. Huff was sentenced at Miami, Fla., to 
serve a term of 2 2 years. He was involved in the sale of distributor- 
ships and vending machine routes. 

On April 2, 1959, Roy Edward Peters and Clarence D. Stith were 
given sentences at Des | loines, Iowa, of a year and a day for mail 
fraud charges in connection with their operation of the National 
Products Co. of that city. They had pleaded guilty to the charges 
against them. 

K. E. McKee, A. L. McKee, Howard Luing, and C. A. Keersemaker 
pleaged guilty to mail fraud charges against them at Des Moines, 
Iowa, where they operated the National Laboratories. They were 
given prison sentences ranging from a year and a day to 4 years on 
April 2, 1959. 

In 1956, Arthur E. Schaefer was convicted of mail fraud at St. Louis, 
Mo., and given a 4-year sentence. He conducted the Modern Mer- 
chandising Corp. i in that city. 

On February 25, 1959, D. J. Garrison, C. N. Ooley and Mrs. Helen 
Ooley were aes guilty of mail fraud at Milwaukee, Wis. They 
used the name Bell Merchandising Automatically, Inc., St. Louis, 
Mo., in their operations. Sentences have not yet been imposed. 

Investigations completed: Indictments are pending in 10 cases and 
the facts in 21 other cases have been presented to U.S. attorneys for 
consideration of prosecution. 

Senator Jackson. 1 note that on page 5, Wiliam Parker was 
sentenced on July 21, 1958, at Rome, Ga., to serve a term of 18 
months for mail fraud in connection with the sale of distributorships. 
He was a witness, I believe, before our committee. 

Mr. Sreruens. I seem to recall that; yes, sir. 

Senator Jackson. The committee’s activities have, during the past 
year, helped you I take it, to some extent. 

Mr. Sreprens. We feel that they liave helped very much. 

Cases under investigation: Including those ment ioned above, there 
are 165 cases of this type under active investigation at this time. 


3. WORK AT HOME—KNITTING MACHINES 


Six months ago information was received indicating that a wide- 
spread fraud scheme was being operated in connection with the sale 
of knitting machines imported from foreign countries. These ma- 
chines are imported at a cost of approxim: tely $ $40 to the importers. 
They are being sold to victims at prices ranging up to $450 or more, 
plus finance charges. Machines superior in performance to those be- 
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ing sold by the promoters of these schemes are on the legitimate mar- 
ket at prices sas low as $150. 

The bait used to induce housewives to purchase these knitting ma- 
chines is that the promoters will purchase garments made on them at 
twice the cost of the materials used. It is represented that for a few 
hours’ work each day, housewives can earn $15 to $25 weekly with 
very little effort. 

The victims are in the low-income bracket and often find it neces- 

sary to mortgage their household furniture in obtaining loans from 
finance companies for the purchase of the machines. ‘The housewives 
are started on simple garments which are easy to knit. ‘Thereafter 
they are switched to something more difficult until finally they are 
given garments impossible to make on the machines. 
The victims usually receive small amounts for the first few simple 
garments made, but soon find it impossible to knit anything acceptable 
to the promoters. They then have a knitting machine on hand for 
which they paid an exorbitant price and for which they owe some 
finance company which holds their note for a debt which they can 
ill afford to pay. These swindlers have obtained many millions of 
dollars from their victims. 

Prosecutions: James M. Wanar, Joyce M. Wanar, and Donald H. 
Cook were all arrested at Nashville, Tenn., on August 22, 1958, in 
connection with the operation of a knitting mac hine company at Mem- 
phis, Tenn., known as the National Garme nt Co., Ine. 

John B: ren, Morris Baren, and Samuel C. Stein were arrested on 
Februar y 12, 1959, at Brooklyn and Buifalo, N.Y., for their activities 
in connection with the ope ration of the Marjay Sales Cor p., Jamica, 
N.Y. The case is now in process of being presented to a Federal 
grand jury at Brooklyn, N.Y. 

Edmund J. C. Geigile was arrested on April 7, 1959, at Averill 
Park, N.Y., for his activities under the name of the Vermont Home 
Service, Poultney, Vt. 

Under this category of cases, of which 115 are now under investiga- 
tion, seven arrests have been made to date. 

Investigations completed: In addition to the foregoing cases, in- 
vestigations have been completed in five other cases and the facts 
presented to U.S. attorneys for decisions as to criminal prosecutions. 

Cases under investigation: Including the foregoing, there are 115 
cases of this type under active investigation at — time. A few of 
these involve the sale of sewing machines for work-at-home pur rte 
In those cases, precut materials for garments are sold to the victims 
with buy-back agreements similar to those in the knitting ssinhind 
cases. 


4, “PRIZE” CONTESTS TO PROMOTE THE SALE OF SEWING MACHINES, VACUUM 
CLEANERS, DIAMONDS, ETC. 


On February 4, 1955, Philip Polishook, K. Polishook & Son Corp., 
Roy M. Bloom, and Roy M. Bloom, Ine., were indicted at Brooklyn, 
N.Y., for mail fraud in connection with a fake diamond puzzle con- 
test. Legitimate prizes were given to the first three winners. All the 
other entrants received a fourth prize—a certificate for a $50 diamond. 
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When the certificate holders called at the store to receive their prizes 
they were shown items priced at $79.50. It was represented that the 
diamonds in these rings were worth $50. The settings were sold to 
the victims for $29.50 plus tax. The rings sold were appraised by 
jewelers as being worth approximately $5. 

On June 7, 1955, a jury returned a verdict of guilty and the two 
individuals were sentenced to serve a term of 18 months each. The 
two corporations were fined $7,500 each. On appeal, the convictions 
were reversed and the case remanded for a new trial. On November 
28, 1958, a plea of guilty was entered on behalf of the corporations 
and they were assessed fines of $7,500 apiece. The indictments against 
the individuals were dismissed on December 5, 1958. 

In that category, 93 cases are under investigation, nine arrests have 
been made, nine indictments obtained, and four convictions made to 
date. Others are pending. 

Newman & Sons, Inc., Rochester, N.Y., conducted prize contests 
in which all the entrants were awarded $65 merchandise certificates, 
This award could be used only toward the purchase of certain appli- 
ances like refrigerators, television sets, et cetera, the prices of which 
had been purposely inflated to more than cover the so-called $65 
award. On May 13, 1957, the firm pleaded guilty to charges of mail 
fraud in the Federal court at Rochester and was fined a total of 
$1,800. 

Currently many firms are using simple prize contests and award- 
ing merchandise certificates to entrants. This is being done on a 
nationwide basis for the purpose of selling sewing machines and 
vacuum cleaners. 

There are 93 cases of all this type currently under active investiga- 
tion. Indictments charging mail fraud were returned on February 
24, 1959, at Shreveport, La., against four promoters of contests in- 
volving the sale of sewing machines and vacuum cleaners. On March 
25, 1959, one of the defendants pleaded nolo contendere. 


5. CLASSIFIED DIRECTORIES 


The promoters of this type of swindle have been preying on the 
business world by sending out statements simulating those used in 
connection with listings in telephone directories for the purpose of 
trapping firms into sending them remittances for purported direc- 
tories. 

A careful reading of these “statements” will disclose that they 
do not relate to classified sections of telephone directories, but the 
promoters know that many businessmen work under pressure and will 
not detect the purpose. These businessmen receiving the “statements” 
will give them only hurried examinations and send the amounts re- 
quested in the belief they are for listings in telephone directories. In 
reality, the remittances are for listings in a worthless directory—if 
it is published at all. 

These swindlers will flood the mails with these “statements” know- 
ing that a large percentage of the recipients will ignore them com- 
pletely. There will be, however, a large number who will make 
remittances, 

It is estimated that these promoters have obtained millions of dollars 
from their victims. 
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Senator Munpr. What is the position of the Post Office Department 
in connection with organizations or groups that send out merchandise 
and then say “Send back some money or wrap up the merchandise 
and send it back?” It always looked to me like a swindle. I have 
had letters on it. I don’t see why the recipient should go to the 
trouble of unwrapping a package, getting insurance, and sending back 
material that he didn’t order. 

Mr. SterHeNs. We have been troubled with those cases very much. 
Many complaints are received concerning not only the receipt of the 
merchandise unordered, but the dunning letters that followed. Some 
of them become rather demanding and threatening in nature. The 
best advice we have, and the Department of Justice and otherwise, is 
that we have no means of acting against them under any of the 
criminal statutes, but we have been informed that the recipients of 
this unordered merchandise are under no obligation to return it. 

I believe some people have even written to the companies to advise 
them that they intend to charge storage for the merchandise and have 
received some responses of concern from the mailers. 

Senator Munpr. Does the Department of Justice also hold that the 
recipient is under no compulsion to pay for it? 

r. SterHeEns. I believe that is the position. I think the advice 
has been that if you are not willing to pay for the merchandise, they 
shouldn’t convert it perhaps to their own use, ethically. 

Senator Jackson. Would it not be this way, that as far as the Post 
Office Department is concerned, they have no jurisdiction? If a per- 
son wants to send something through the mail and stipulate condi- 
tions, which they have no authority to stipulate, the Post Office De- 
partment has no responsibility to do anything about it. 

Senator Munpr. If they go after the people and try to make them 
pay, then that brings the Post Office in as an accessory. 

enator Jackson. No, it is just using the mail. 

Senator Munpr. They are using it for purposes of fraud. 

Senator Jackson. That person could bring an action, probably, de- 
pending on the law of the State, for replevin. But that would be 
purely a State action. I don’t see how the Post Office Department 
would be involved. I am just reasoning this out without knowing 
anything about it. 

Mr. SrerHens. That is generally the advice that we have received. 
I will say, Senator Mundt, that some of these followups practically 
verge on extortion, so they could possibly extend into a violation of 
the extortion statute. 

Senator Munpr. I don’t think you should deny the right of the 
person to send it, but I am talking about the followups he uses. The 
point I am trying to get at is I think the user of the postal service 
who receives a package through the mail has the right to expect that it 
was sent to him legitimately and doesn’t have to be afraid that by 
opening it he gets himself involved in litigation, and collections, and so 
_— He has to have confidence in what comes to him through the 
mail. 

Mr. Srepuens. Well, we feel that way, but there have been very 
troublesome complaints. We are very sympathetic to the public. 

Senator Munpr. It would seem to me that if the word got out to 
the recipient that they can’t collect for this type of thing, this would 
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stop the racketeers pretty fast, because pretty quick they would be 
out of their merchandise and would be getting nothing bac k. 

Senator Jackson. The real tragedy is that the people who receive it 
are not lawyers and they get Inv olved. I think Senator Mundt has 
a point, in that if this practice is widespread, I know it sort of runs 
in spells, maybe some consideration should be given to giving the Post 
Office Department authority to deal with that. This could be a very 
delicate, difficult thing to administer. . 

Mr, SrepHens. You might say this is outside of the category of the 
matters directly under consideration in this committee, but there is 
one type of unorder ed mere handise that is flooding the mails today, 
to which we are giving some very I ‘eal attention, and t that is the obscene 
and pornographic material. We find that thousands of children are 
receiving unordered, today, circulars and other mater ials soliciting the 

sale of even worse obscene and por nographic material. Of course, we 
have statutes under which we can act in that because of the ch: aracter 
of it. 

Senator Jackson. Well, you have made a lot of arrests on that, 
haven't you! 

Mr. Sreruens. A lot of progress is being made. There have been 
some notable arrests in the past months. New legislation enacted 
last year by the Congress permitted us to prosecute at the point of 
delivery, extending venue to the point of delivery. We think that 
is going to be very beneficial, very helpful. 

Senator JAcKson. You can move on them pretty fast. The moment 
you get word that material is being disseminated, you can move right 
in on that. 

Do you want to go ahead with your statement ? 

Mr. Sreruens. There are 31 cases under investigation now, 4 arrests 
made, 4 indictments and 3 convictions. 

Convictions: Jerome D. Linden, Robert R. Baylis, and David Bach 
operating under the name of C lassified Business Directory of Mary- 
land were convicted for mail fraud at Baltimore, Md. Linden and 
Baylis were given prison terms of 2 years on November 6, 1957, which 
were later reduced to 15 months, and Bach was given a l-year term 
which was later changed to 2 years’ probation. 

Prosecutions: Stanley Oleck was indicted on October 17, 1958, at 
Chicago, l., for his activities under the name of Directory Publish- 
ing Corp. of that city. 

Investigations completed : Investigations have been completed in six 
other cases and the facts have been. presented to U.S. attorneys for 
their decisions as to instituting criminal prosecution. 

Cases under investigation: Including those mentioned above, there 
are 31 cases of this type under active investigation at this time. 

In closing 1 wish to express my appreciation, again, to the commit- 
tee for the opportunity of appearing here and to assure you of the 
wholehearted cooperation of the postal inspection service at all times. 

Mr. Chairman, that concludes my statement. Prior to any ques- 
tions that you may wish to ask either of us, I would like to again tell 
you that we appreciate the opportunity to appear here, and we appre- 
ciate very much your interest in this problem, and we want to assist 
in any way we can. 





_ 
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Senator Jackson. Mr. Stephens, I want to compliment you on a 
very fine statement. It looks like some real progress is being made in 
the broad field of fraud. 

Senator Munpr. Yes, itis very encouraging, very constructive. 

Mr. Steruens. Thank you. 

Senator Jackson. I think you and your people deserve every sup- 
port. Our committee wants to be helpful. We will certainly do 
anything we can to assist in those areas where we can be of help, 
whether it is legislation or something else. 

Mr. Steruens. I appreciate your statements very much. We feel 
that this committee has been of tremendous help in bringing this 

roblem out and emphasizing it. I was interested in some of the 
interrogation the other day that brought out exactly some of the 

ints we have faced. 

Senator Munpr. I think we should say, Mr. Chairman, too, to the 
Post Office Department, what we said to the Federal Trade Com- 
mission. 

If your legal experts down there think of any recommendations 

ou would like to send up in the field of legislation which would be 

1elpful to you in stamping out these records, we would like to get 
them from you just as we would like to get them from the Federal 
Trade Commission and Department of Justice. 

So if we do evolve legislation, it will cover every single possible 
avenue of wrongdoing. 

Mr. SterHens. We appreciate that very much. 

Senator Jackson. That is well taken, Senator Mundt. Mr. O’Don- 
nell, of course, will confer with the Department in connection with 
this other matter. If there is no objection, I would suggest that he 
be instructed to consult with all of the departments that have juris- 
diction in this broad area, to find out what additional legislation 
might be needed to plug any holes. 

Senator Munpr. V ery good. That is exactly what I had in mind. 

Senator Jackson. We will have those two things: One to try to 
deal with this problem of no man’s land in the interstate commerce 
operation, and then any supporting legislation you need in your 
area. 

Mr. Sternens. Thank you, sir. 

Senator Jackson. The other witness who asked to be heard, Mr. 
Leonard Miller, president of Lenders Service Corp., is not here today. 
His counsel, Mr. Gubin, called me. I had Mr. O’Donnell on the 
phone at the same time. 

He advised that he represented Mr. Leonard Miller. Mr. Gubin’s 
brother died yesterday and he had to go out to Los Angeles. I assumed 
it was perfectly proper that we postpone it. He tentatively wants to 
come on Wednesday. We will work out an agreeable time. He will 
be up here with his attorney. 

I am only making the postponement on the assurance that Mr. 
Gubin was, in fact, the attorney for Leonard Miller. He so stated. 
In any event, Mr. Miller is appearing voluntarily and appearing at his 
own request. 

Mr. O’Donneti. And at his own expense. 
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(Mr. Gubin’s letter is as follows:) 


WASHINGTON, D.C., April 29, 1959. 
Hon. Henry M. JACKSON, 
U.S. Senate, Washington, D.C. 


DEAR SENATOR JACKSON: In accordance with our telephone conversation J 
have just advised Leonard Miller to return to Los Angeles and to hold him. 
self in readiness for an appearance before the committee next Wednesday, 
May 6. 

I have advised Mr. Miller that the date was not yet firm and that I would have 
to contact the office of your General Counsel on Monday, when I am back in 
my own office, to see the exact date. 

Before he left, Mr. Miller asked me to advise you that he is anxious to appear 
before the committee at an early date. In view of the fact that he has cooper- 
ated with the committee by coming to Washington twice to be interviewed by 
your staff, I trust that his request will be given proper consideration. 

I regret my inability to be present at the hearing tomorrow. 

Sincerely yours, 


E. K. Gusin, 

Mr. O’DonneEut. Mr. Chairman, I have here a statement from Sen- 
ator Wallace F. Bennett, of Utah—a Metement he is making before 
this particular subcommittee in regard to S. 550. It is dated April 
28, 1959. It consists of three pages. He asked that it be made a 
part of the record, together with an enclosed letter that he has received 
under date of April 9, 1959, from the State of Utah Department of 
Business Regulation. 

He takes the position with regard to advance fees in real estate 
that basically speaking they are illegal, that they are operating in a 
situation where they are defrauding various oe He urges that 
this particular committee fully study the problem and report S. 550 
or other remedial legislation which will help protect our citizens from 
a few unscrupulous operators. 

Senator Jackson. Did he say whether they were just operating 
in Utah? 

Mr. O’Donnett. The only thing he is concerned about in his state- 
ment are the operations in Utah itself. 

Senator Jackson. Where is this company domiciled ? 

Mr. O’DonneEtt. He has 11 complaints that have been referred to 
him. These involve United Interchange—if you will recall, we had 
those people in last vear. 

Senator Munpr. The companies are not in Utah. 

Senator Jackson, What I am getting at is that the complaints per- 
tain to individuals and companies who are in interstate commerce 
so the State cannot take action. 

Without objection, that will be included at this point in the record. 

(Senator Bennett’s statement is as follows :) 


STATEMENT OF SENATOR WALLACE F. BENNETT 


Mr. Chairman, I appreciate the courtesy extended by your committee in per- 
mitting me to make a brief statement in regard to S. 550. It is my desire to 
urge the enactment of this bill or similar legislation which might help prevent 
false and misleading advertising and other corrupt practices which have cost 
many small businessmen millions of dollars annually. 

After the introduction of 8. 550 on January 20, 1959, by Senators Mundt and 
McClellan, I sent a copy of this bill to the Utah Department of Business Regula- 
tion, and asked for any comments or suggestions which might be applicable to 
this legislation. I immediately received a reply from Mr. William G. Hardy, 
director of the securities commission, real estate division, assuring me that 
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the department of business regulation was very much interested in the bill and 
urging me to support this measure. Mr. Hardy assured me “it will be of ma- 
terial assistance to the State of Utah in that we have had many complaints 
and have been obliged to issue cease-and-desist orders in four different cases. 
In some of these cases we continue to have trouble in that the companies claim 
to be an interstate operation * * *” and thus have been successful in claiming 
immunity to legal service. 

In Utah, most of the fraudulent acts which might be prevented if 8S. 550 is 
enacted involve the so-called advance fee operator. Briefly, the system used by 
these fly-by-night operators is to agree for a fee paid in advance to obtain a 
purchaser for the property or services of the businessman concerned. After 
the fee is paid, the businessman discovers to his regret, that he has bought a pig 
in the poke and both his money and his hope have been sadly depleted. 

Many small businessmen in today’s competitive market are seeking new sales 
for their products or services. In some instances, money is desperately needed 
to help finance new or expanding operations. Because the business might be 
new, its earning power low, or for other reasons, the owners of these businesses 
might not be able to obtain venture capital through conventional sources. This 
has provided a new fertile field for the fast buck operators. Through the use 
of false or misleading advertisements or sales pitches, they promise to obtain 
loans, if the borrower will agree to certain conditions and “if”? he will pay a 
stipulated advance service fee for obtaining the loan. Needless to say, after the 
advance fee is collected, the borrower can never meet the conditions set forth 
in the fine print and, consequently, he loses his fee and any hope of obtaining 
a loan. 

Most of the reported cases in Utah involve the sale of farms or small 
businesses. The advance fee operator promises in glowing terms that he can 
find a suitable purchaser for the property, but must have at least part of his 
sales commission in advance. Experience has shown that little or no effort is 
made by the operator to find a purchaser and the would-be seller is left holding 
an “empty bag.” 

It is my understanding that the Post Office Department has cooperated in 
clamping down on these advance fee operators where the solicitation has 
involved the use of the U.S. mail. Likewise the Federal Trade Commission 
has assisted in helping to curb false and misleading advertising. It appears, 
however, that there are still some shadow areas which existing laws and regu- 
lations do not fully cover, and the confidence operators seize upon these 
loopholes for their ill-gotten gains. It is for this purpose, that I hope the Gov- 
ernment Operations Committee will fully study this problem, and report S. 550, 
or other remedial legislation which will help protect our citizens from a few 
unscrupulous operators. 

Mr. Chairman, I would like to ask unanimous consent to have printed in the 
hearings, at this point, a letter dated April 9, 1959, and an enclosure attached 
thereto received from Willian G. Hardy, Director, Real Estate Division, Securi- 
ties Commission, Department of Business Regulation of the State of Utah. Mr. 
Hardy’s letter fully explains the complaints which have been received in Utah 
concerning advance fee operations and the need for legislation such as S. 550. 


STATE OF UTAH, 
DEPARTMENT OF BUSINESS REGULATION, 
Salt Lake City, Utah, April 9, 1959. 
Re advance-fee operations and Senate bill No. 550. 


Hon. WALLACE F.. BENNETT, 
U.S. Senate, Washington, D.C. 


DEAR SENATOR BENNETT: This will acknowledge and thank you for your letter 
of March 20 relative to legislative matters. 

This department has received 11 complaints involving advance fee deals 
against 4 different companies. The amounts vary from $275 to $2,400 (total 
over $8,000). 

The complaints are similar. They embody misrepresentation, and the fact 
that nothing of value was received for the fee charged. They claim they sign a 
contract with the understanding the company will find them a buyer within 6 
months. When the printed contracts are returned to them, they find the actual 
agreement states they will supply them with the names of “prospects” (possibly 
three or four), which they themselves have to contact. In all cases reported 
to the department, sales of the properties have not been made. 
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When the Utah people have contacted the “prospects” they find they are not 
interested, and certainly not qualified financially to be prospects of business, 
and in many cases letters are returned “unknown.” 

This department claims the companies operate in Utah without a proper 
license as is required under 61-2-2 Utah Code Annotated, 1953. We, therefore 
issued cease and desist orders to all four companies as soon as the complaints 
came before us. As far as we know, all except one company, has ceased opera: 
tions in Utah. 

This company, Union Interchange, has brought suit against several of our 
Utah citizens for collection on the contracts. The Utah attorney general’s office 
and this department have assisted on the cases. During December of 1958 q 
ease was tried before the district court of Salt Lake County, wherein the com. 
pany sued Margret Powell for $1,350 covering a transaction involving a motel, 
This case is awaiting the decision of Judge Martin M. Larsen. 

Most of our problem of enforcement against these operators is our inability 
to “serve” on the violators. When we license an out-of-State broker, we require 
“an irrevocable consent that suits and actions may be commenced against such 
applicant in the proper court of any county of the State in which a cause of 
action may arise, in which the plaintiff may reside, by service of any process or 
pleading authorized by the laws of this State, on any member of the commis- 
sion * * *,” In the cases of these out-of-State violators, we are unable to serve 
on them. We issue the cease and desist order, but if they defy the order and 
continue, as at least one company has, we are unable to get our hands on them 
and bring them to court. 

We are attaching hereto a detailed report in the event you wish further in- 
formation than that shown above. 

We thank you for your interest, and shall be pleased to cooperate in any 
manner possible. 

Very truly yours, 
Wm. G. Harpy, Director. 


Complainant Defendant Action 





Margaret Powell, K Motel, 2183 | Union Interchange, Inc., Inter- | Amount $1,350; account 1350-W- 


South State, Salt Lake City, change Bldg., Hollywood and 6620; turned over to attornevs, 
Utah (May 14, 1958). Sunset Blvds., Los Angeles, | Beverly Hills, Calif., for collec. 
Calif.! tion. We issued cease-and-desist 
order May 14, 1958. 
Bills Hambureer Stand, 45. Kast |.....00.!.. cnccansccsescsncce-<s- |; Summons served; amount, $275 
17th South (W. E. Jensen), Salt plus attorney fees of $100. 


Lake Citv, Utah (June 9, 1958). 


Van A. Vance, Alpine RFD, |--.---do.!_.....................-..-]| Amount, $400; suit filed in city 

American Fork, Utah. court of Provo, Utah County, 
Provo, Utah. 

Dee L. Brown and Paul Broach, |.....do.!.............-.......-.-- | State of Utah, through attorney 
d.b.a. Custom Service and/or general filed briefs in support of 
Paul’s Utoco Service, Ogden, defendant’s motion to dismiss, 
Utah. Oct. 15, 1958. 

De, Witttem Baker; 20 Gouth 04 |.....00.'. . ...............-5....-- Paid $493.50; claims he was sup- 
East, Apartment 108, Salt Lake plied with 2 names; 1 is a real 
City, Utah. estate salesman and is not inter- 


ested in a motel; the other “pros- 
| pect’ is unknown, 
Wayne Silcox, 388 North State, | Nichols & Associates, Inc., 130 | Issued cease-and-desist order Apr. 
Sandy, Utah. North Wells St., Chicago, Il. 17, 1958. Letter received from 
attorney; $155 (acknowledged by 
attorney for company). 
Margaret A. Sandall, Owl Clean- | Trans-Continental Clearing | $500; letter written June 13, 1958, 





ers, 716 North Ist West, Salt House, 1260 North Dearborn advising company it was operat- 
Lake Citv, Utah (June 13, 1958). St., Chicago, Il. ing in Utah without a license. 

Mrs. Ella Bullock, 486 South 6th |-..--- a ae | Cease-and-desist order issued in 
East, Provo, Utah. |. October 1957. 

R. J. Hardestv, 957 South Main, | American Equitable Corp., 35 Cease order, Aug. 20, 1958; $380 
Salt Lake City, Utah (Aug. 14, East Wacker Dr., Chicago, IIl. plus contract total, $2,400. 
1958). | 

Leeland B. Epperson, Lee’s Cafe, |.....do_............-.......---.-- | Postdated checks; No. 1250 plus 
490 South 500 West, Highway | $800 ecshed. 





91, Bountiful, Utah. 





1 All Union Interchange complaints are assigned to J. Seal, 1961 Texas St., Salt Lake City, Utah. 


Mr. O’Donnett. I have a letter dated April 24, 1959, addressed 
to me from the Better Business Bureau of Los Angeles, consisting of 
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7 pages, and which is signed by T. D. Hodge, trade practices 


consultant. 
The letter refers only to the Lenders Service operations. He breaks 


down the modus operandi. He goes into various firms, explaining 
how they operate. He recaps a great number of firms that he says 
are in the operation. 

Without reading the names of them and so forth, he lists them 
in the area of about 15 or 16 firms that are out in Los Angeles. I 
think that should be printed in the record. 

Senator Jackson. Without objection, it will be included in the 


record. ' 
(The letter referred to is as follows:) 


BETTER BUSINESS BUREAU OF LOS ANGELES, LTD., 
Los Angeles, Calif., April 24, 1959. 
Re advance-fee operators (lending activities). 
DonaLD F.. O'DONNELL, 
Acting Chief Counsel, Senate Permanent Subcommittee on Investigations, 
Washington, D.C. 

Dear Mr. O’DONNELL: Implementing our letter of April 6, we herewith give 
the observations and experiences of this bureau with respect to operators in the 
indicated field, to which the Federal Trade Commission has so aptly applied 
the terms “hoax,” “racket,” and “sharpsters” (FTC News Summary No. 71, 
Dec. 24, 1958). 

Please note that the forms enclosed and the operational procedures described 
relate, for the most part, to the several operators in the southern California 
area (enumerated below) with which this bureau has had greater experience; 
also that all operators within such area utilize parallel, if not exactly identical, 
operational methods. 

GENERAL 


Notwithstanding extensive “window dressing’ and representations by these 
operators that they are financial consultants and that their activities consist 
of advising, counseling, and making fiscal analyses of and for their advance 
fee paying “clients,” their job is one of paperwork only and realistically con- 
sists of purported “assistance” to small business concerns in getting loans. 

They “prey” are smaller business activities which are financially destitute 
and frequently hopelessly insolvent which cannot obtain loans through normal, 
reliable banking or similar channels, and which grasp at the alluring offerings 
of such operators as a last hope for financial needs. 

-atently none of them loan money. All of them emphatically deny that 
they “negotiate” loans or act as “brokers,” since doing so would make them 
amenable to licensing requirements and supervision in many jurisdictions, in- 
cluding California. None of them underwrite, guarantee, or even contract that 
any loan for any amount will be accomplished for anyone. 

None of them work on a percentage commission basis or on a compensation 
basis of ‘“‘when, as, and if” loans are obtained for their so-called clients. Each 
charges graduated flat advance fees in accordance with its own schedules, 
Examples of the fees of two of the largest and more notorious operators, 
Lenders Service Corp., Los Angeles, and Beneficial Business Loan Service Corp., 
Pasadena, are set forth as exhibits A and B hereto. 

It is emphasized that the advance fees are predicated upon the amount of 
the loan “desired” by the potential borrower. This gives field representatives 
of the operators who contact would-be borrowers the opportunity to have the 
latter “puff” their needs, and there is evidence that such has been done. Such 
field representatives, invariably designated as independent contractors, work on a 
commission basis ranging from 25 to 35 percent of all fees actually collected. 

The general modus operandi of the operators is as follows: 

(1) None of them advertise for potential borrowers. Their initial approach 
is by an alluring mailing piece, specimens of which are attached as exhibits C 
and D. This item is mailed promiscuously to smaller business concerns, regard- 
less of their needs for funds. Names of addresses are taken from various 
community directories, mailing lists, and actual mailing frequently being done 
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by professionals in that field. Interested addressees signify that fact by a return 
mailing item and invite a field representative of the operator to call in person, 
See exhibits C and E. 

(2) Operators’ field representatives or “pitchmen,” frequently dignified by 
the title of “field consultants,” and the equally frequently dubious characters (g 
number have been arrested for various misdemeanors in different areas) then 
call upon the interested borrowers in haste. Their job is to mainly get three 
things from the potential borrower: (a) a preliminary data report which the 
representative assists in compiling (see typical specimen attached as exhibit F) ; 
(b) a remittance for the applicable fees, sometimes for the full amount and 
others by a partial payment of 50 percent, and in the case of some operators in 
the form of cashier’s or certified check or money orders; and (c) a financial 
service agreement which is signed by the hopeful borrower only at the time, the 
form of which representatives cannot alter. A typical specimen of such agree. 
ment is attached as exhibit G. 

While this agreement defines the rights and obligations of the parties, the 
larger print paragraph thereof merits special attention in view of the difficulties 
it has caused, particularly the provision: “In the event this agreement is not 
accepted, all money paid will be refunded.” Such provision, somewhat of a 
“sleeper” to many laymen, is an established avenue for misrepresentation by 
unscrupulous fieldmen. Although without documentary evidence of such fact, 
this bureau is of the strong suspicion that some California operators “accept” 
every contract submitted, thereby precluding the right to any refund even though 
no loan is ever concluded. The bureau has requested California operators using 
such form of agreement to add a specific provision of equal emphasis to the 
effect that: “In the event this agreement is accepted, no money paid will be 
refunded.” Our requests were to no avail. 

(3) When the contract remittance and preliminary data report reach the 
office of the operator, the latter is then purportedly analyzed for the purpose 
of determining the feasibility of a loan and determination as to whether the 
agreement will be accepted or rejected. If accepted, the operator then calls 
upon the loan seeker to furnish, on the operator’s forms, the material specified 
in the agreement, such as a personal report, current balance sheet, profit and loss 
statement, and authorizations to the operator to obtain comments from the 
borrower's accountant, bank, and two suppliers. A typical specimen of the latter 
is attached as exhibit H. 

(4) When all such material is assembled, the operator, again using its own 
form, compiles what it elects to call a confidential report on the loan applicant. 
A typical specimen thereof is attached as exhibit I. The operator then directs, 
normally by mail, copies of such reports to lending sources such as finance 
companies, factoring firms, field warehousing concerns, and purportedly some- 
times individuals, all of the operator’s own selection, wherever located, and at 
such intervals as it chooses for review by such possible lenders. If the lender 
is interested, he contacts the potential borrower directly and the responsibility 
of the operator has thereupon ceased. 

Manifestly if the owner prepares and mails a copy of the report to one 
potential lending source, he may treat the advanced fees as being been earned. 

(5) There is little doubt that all such operators have lists of substantial 
numbers of lending sources within the categories indicated above, all being 
treated by the operators as “confidential.” They advertise for and solicit them, 
However, the few written expressions from possible lenders seen by this bureau 
were only to the effect that they will review loan applications submitted to them, 
provided that the proposed loans fit into their types of business and are within 
prescribed dollar and geographical limitations. None of them make any advance 
loan commitments of any character. 

(6) All operators with which this bureau has dealt maintain that they receive 
no direct or indirect compensation from lenders. 

It should be emphasized that none of the operators in the southern California 
area have fully cooperated with this bureau in supplying certain pertinent 
information. This has been especially true within the past few months and since 
this and other better business bureaus have exposed and publicly warned about 
their operations. Some operators in such areas will tell this bureau nothing of 
value. On various occasions the larger operators have been requested to supply 
such pertinent facts as the total number of contracts, with accompanying advance 
fee remittances, which have been submitted to them during any periods they 
select; also, of the latter, the number of contracts which were accepted or 
rejected ; and also of the number so accepted, the number of cases in which loans 
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resulted through the services of such operators. Such requested information 
has never been forthcoming from any of them. 

Obviously, data which will reflect the true picture of the operations can be 
obtained only through agencies having the power of subpena and audit. 

Although the apparent affluence of some such operators, coupled with the 
thousands of inquiries received by this bureau about many of them, wherever 
located, would indicate the contrary, this bureau can document from its files 
only two instances where loans were definitely consummated through the services 
of any operator in this so-called industry. In both cases finance companies were 
the lenders. 

This bureau has received scores of complaints against many such operators, 
both those headquartered in California and elsewhere. The complaints are 
predicated mainly upon the acceptance of advance fees and the accomplishment 
of nothing; misrepresentations by field personnel that advance fees would be 
refunded if loans did not promptly ensue, notwithstanding the provisions of the 
above-cited form of contract; and inability of borrowers who have paid fees to 
get adequate and accurate information from the operators as to the status of 
their transactions, their requests for information being frequently ignored 
completely. 

This handling of what would appear to be prima facie meritorious complaints 
processed against such operators by this and other BBB’s has been far from 
satisfactory. While one or two operators have adjusted some few complaints 
with respect to which they could have no plausible defense, in the greater number 
of cases they rest upon the literal wording of the agreements or shift responsi- 
bility to their independent contractor field representatives or ignore the com- 
plaints completely, obviously giving them wastebasket treatment. 

There have been a number of instances in which such operators have initially 
taken only 50 percent of the scheduled advanced fees, accomplished nothing for 
borrowers who paid them and then at least threatened suits against the borrowers 
for the remaining 50 percent of the scheduled fees. 

Reverting to the matter of complaints, it should be noted from experience that 
BBB’s receive only a small fraction of the actual numbers of complaints from 
victims of any industry or activity; also, that with respect to operators in the 
field under discussion law-enforcement agencies in the Los Angeles and other 
areas have also received many complaints. 

In our letter of April 6, we enumerated some seven of the subject type of 
operators which were or are active in the southern California area. This bureau 
issues a weekly publication called Data. Enclosed as exhibit J is a copy of the 
issue of February 25, 1959, which carries a general article on these advance fee 
operators and specifically mentions five of the seven indicated outfits. 

Our current file information with respect to those having establishments in 
such area and comments with respect to each follow : 

(1) Lenders Service Corp., 5723 Melrose Avenue, Los Angeles, Calif.: As far 
as can be learned, this is the first organization of its type to operate in Cali- 
fornia. Although incorporated in December 1957, its activities did not become 
extensive until about March 1, 1958. Although somewhat repetitive of what 
has been said above, and antiquated especially with respect to complaints and 
derogatory information, enclosed is copy of this bureau’s report on this concern, 
dated September 17, 1958. (See exhibit K.) Such report will be enlightening 
at least with respect to its history, personnel, and now established extravagant 
claims. For instance, we challenge that this operator ever accomplished a loan 
from a bank or insurance company. 

Enclosed herewith as exhibits L, M, N, O, P, and Q, respectively, are some 
of this concern’s literature, advertising, and brochure material which may be 
of interest. On the back of the last indicated exhibit are the addresses of this 
subject’s regional offices, all subsidiary corporations. Some trade periodicals 
which originally carried this concern’s advertising have since declined the same. 

Other matters of interest with respect to this operation are as follows: 

It is the object of a complaint filed by the FTC in March 1959 (docket 7449). 
See also docket 7448 with respect to the concern’s predecessors and some of their 
common personnel. 

The “take” of this outfit over an approximate period of 5 months (March 1 to 
July 31, 1958) is evidenced by net earnings in excess of $109,000 on an original 
capitalization of $1,000. See exhibit R. Such net earnings are in addition to 
obviously high bracket salaries paid the concern’s corporate officers and stock- 
holders. Manifestly the reason for the abandonment of a request for a permit 
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to issue a $74,000 stock dividend was the anticipation that such a permit would 
not be granted. 

On February 6, 1959, this concern was the defendant in an action filed by 
the California State Board of Accountancy to enjoin it from practicing account- 
ancy without a required permit. (See exhibit 8.) The case has been sgyb- 
mitted to the court, but not decided as of this date. 

On March 20, 1959, the California Commissioner of Corporations issued two 
desist and refrain orders against this subject concern. One order was to pro- 
hibit it from acting either as a securities broker or agent without appropriate 
certification. The other was to prevent it from acting in any respect as a Cali- 
fornia personal property broker without a license. These orders, among other 
things, are the subject of this bureau’s “DATA,” issue of April 8, 1959. (See 
exhibit T.) Under California procedures the orders stand unless and until the 
concern asks for a hearing thereon. That has not been done. Should violation 
of either order continue, the State, aside from misdemeanor prosecutions, may 
resort to injunctive relief. 

On March 30, 1959, one Los Angeles metropolitan newspaper (Herald-Expregs) 
carried a startling story that Lenders Service Corp. might be in the process of 
selling out to an unnamed New York and Washington group. A copy of a clip- 
ping of that story is attached as exhibit U. Try as we have, we can find no 
background for such a proposed sale, and the concern’s principals refuse to 
discuss it. 

(2) Beneficial Business Loan Service Corp., 465 Converse Place, Pasadena, 
Calif.: Enclosed herewith, marked as exhibit V, is a copy of this bureau’s report 
on this concern compiled on January 7, 1959. That, however, should now be 
treated only as background information. The only corporate officer named 
therein now with the concern is its president, Edward W. Anspach, and there 
is some doubt about him. It has been known that he, as the sole stockholder 
in the concern, has been trying to “peddle” this operation. He will not tell 
this bureau anything, and our experiences with him have been that we would 
not rely upon any statement he makes. Our last information is that a man 
named Frank Villardi is directing the affairs of the concern. 

The Morgan Engineering Co. named in the report is now entirely out of the 
picture if it was ever init. It will be noted from the report that this concern 
has had corporate subsidiary branches in Chicago, Denver, and Dallas. On 
the other hand, as evidenced by exhibit C hereto, it also claims to have activities 
in New York, Atlanta, and Seattle. If it has establishments of any type in the 
latter cities, this bureau has no corfi*mation of such being the case. 

The California corporation commissioner’s office advises that it is about to 
issue desist and refrain orders against this outfit, similar to those issued against 
Lenders Service Corp. 

Invoking such confidential restrictions as we can, Postal Inspectors N. N. Ed- 
wards, Los Angeles, and D. C. Marshall, Denver, have indicated to us that they 
are preparing a mail fraud charge against this outfit and Anspach, to be filed 
in Denver. 

(3) Inter-American Loan Service, Inc., 6030 Wilshire Boulevard, Los Angeles, 
Calif. Enclosed herewith as exhibit X is a copy of this bureau’s latest report 
on this concern, dated April 18, 1958. It is self-explanatory. Note that its 
principal, Robert C. Hill was formerly with Lenders Service Corp., which claims 
that he “stole” some of its forms and literature. Our files on this subject would 
indicate that some of its forms used are identical with those of Lenders Service 
Corp., as are those of Beneficial Business Loan Service Corp. A former officer of 
the latter concern, one “Wally” Turner was also previously an employee of 
Lenders Service Corp. 

Not mentioned in such report are the facts that on March 27, 1959, the Cali- 
fornia corporation commissioner issued a similar desist and refrain order 
against this concern directing it to cease activities as a personal property broker 
insofar as loans are concerned; also since the date of such report this bureau 
alone has processed some six complaints against this subject. While none of 
them have been ignored, its explanations do not appear to be satisfactory to the 
purported victims. Two of the latter have indicated that they would resort to 
litigation. 

(4) Loan Consultants of the Midwest, 131 North Robertson Boulevard, Beverly 
Hills, Calif.: This operation is a branch of a concern by the same name located 
1 North La Salle Street, Chicago, Ill. Such branch first came to the attention of 
this bureau early this month. Our sole operational experience with such branch 
during the brief intervening period consisted of one inquiry from a party who 
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stated that its representative wanted an advance fee in the amount of $860, 
for obtaining a loan in the amount of $9,000, with the verbal representation that 
if such loan could not be expeditiously accomplished, the entire advanced fee 
would be refunded. 

There are indications of an interrelationship between Loan Consultants of 
the Midwest and Trans-Continental Clearing House, Chicago, the latter of which 
was or is engaged in advance fee operations involving the advertising and sale 
of properties and going businesses. 

(5) National Lenders Service Co., 11240 Ventura Boulevard, Studio City, 
Calif.: We now mention this concern because it was referred to in our letter of 
April 6, 1959. No one connected with the concern would give this bureau any 
information of value about it or its activities. We learned from public records 
that it was incorporated in California on November 10, 1958. It failed to file 
an application for a California permit to issue any share to anyone, with the 
result that its capital structure was and is unknown. The principals were one 
Perry Pierce and one H. Klein. The latter was also a former employee of Lenders 
Service Corp. Inquiriers about the outfit who also revealed its operations are 
convincing that it was just one more operator in the advance-fee racket. 

There are now strong indications that this concern may have ceased activities 
or gone to parts unknown. If true, that could have been the result of an action 
instituted against it in the superior court of Los Angeles County by Lenders 
Service Corp. to enjoin the use of an infringing title. It is questionable whether 
this subject concern ever did any substantial business. 

(6) Nation’s Business Corp., 1212 Wilshire Boulevard, Santa Monica, Calif. : 
Again, we refer to this outfit because it was mentioned in our letter of April 6. 
It would never reply to a bureau request for information. Apparently it is now 
wholly inactive, even its telephone having been disconnected. 

(7) Borrowers & Lenders Service, 3517 Venice Boulevard, Los Angeles, Calif. : 
This concern first came to the attention of this bureau on April 4, 1959. Our 
experiences with it have consisted of one inquiry from a party who stated that its 
activities involved the payment of advance fees for getting loans; and the fact 
that on two intervening occasions this bureau has requested the concern for 
normal information. soth requests have been completely ignored. We have 
had no complaints against it. 

(8) United Lenders Service Co., 429 South Western Avenue, Los Angeles, 
Calif.: This outfit first came to the attention of this bureau on April 7, 1959. 
Although detailed information has twice been solicited from it concerning its 
operations, as well as literature and forms, the only thing we have been able to 
get from the concern is a single letter received by this bureau on April 16, 1959, 
a copy of which is attached as exhibit Y. 

Obviously, this concern has a new and dubious “twist.” Briefly, it would 
seem that the outfit collects a substantial advance fee for assistance in getting 
a loan, retains the full fee for an agreed period, but agrees to refund all of the 
fee except 10 percent in the event a loan is not obtained during such agreed 
period. Why anyone would deal with this concern, or any other operating on 
a parallel basis is almost inconceivable. 

The best we can learn is that this outfit is a partnership or joint venture con- 
sisting of one M. A. Sherif and one E. J. Nagy. We believe we will discover 
that Nagy is or has been connected with some other dubious promotions in 
Los Angeles. 

One recent near-victim of this outfit paid it $1,500 in fees in advance with 
the understanding that it would obtain a loan for him in the amount of $66,000. 
The concern’s receipt in the transaction recited that the $1,500 was a “deposit” 
and that a balance would be due in the event of the conclusion of a loan. It 
further recited that if the loan for the indicated amount was “not placed” within 
30 days a minimum of $150 of the $1,500 fee would be retained and the balance 
of $1,350 refunded to the loan applicant. The latter very smartly stopped pay- 
ment on his $1,500 check before being hurt. Obviously, the concern could have 
kept the entire $1,500 fee by merely “placing” a loan application with anyone 
or any institution. Manifestly, this bureau is very wary of this outfit. 

The following non-California concerns, according to evidence in the files of 
this bureau, are engaged in the indicated type of advance-fee operations. Those 
indicated by an asterisk circularize businesses in southern California and have 
been the object of complaints, criticisms, and/or adverse comments: 

*Money Lenders of America, 79 Wall Street, New York, N.Y. 
*Financial Advisory Associates, 1120 Mile High Center, Denver, Colo. 
Financial Service Corp., 2255 West Flagler Street, Miami, Fla. 
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*North American Associates, Inc., 216 North Wabash Avenue, Chicago, Ill, 


*American Business Assistance Corp., 818 17th Street, Denver, Colo. 
*Associated Loan Counsellors, 64 East Lake Street, Chicago, Ill. 
Procurement Service Corp., 22 West Monroe Street, Chicago, Ill. 
Metropolitan Investment Corp., Memphis, Tenn. 
Commercial Finance Service Corp., 1424 K Street NW., Washington, D.¢, 
Business & Financial Consultants, Inc., 122 East 42 Street, New Nork, N.Y, 
*American Equitable Corp., 35 East Wacker Drive, Chicago, IIl. 

Other operators indicated to be or have been engaged in advance-fee operations 
of the same type, but with which this bureau has had no experiences, are as 
follows: 

Casey & Associates, 10 North Clark Street, Chicago, Ill. 

Kraft Financial Service, Inc., 1200 North Ashland, Chicago, Ill. 
Associated Finance Service, Salt Lake City, Utah. 

Malcolm C. Campbell, 2025 Peachtree Street, Atlanta, Ga. 

Should your subcommittee desire the names of individuals who have regis- 
tered complaints with this bureau against any of the above-named operators, or 
the names of field or branch personnel thereof, we are at your service to the 
fullest possible extent. 


CONCLUSIONS 


This bureau reaches two inescapable conclusions: First, that none of the oper- 
ators mentioned above would be in business if the “advance fee” facet of their 
activities ceased to exist; and, second, that so long as such operators insist upon 
the payment and retention of “advance fees,” knowing that they can accomplish 
so little, their place in legitimate business is at least debatable. 

Respectfully, 


T. D. Hoper, 
Trade Practice Consultant. 

Senator Munpr. Are the better business bureaus private organ- 
izations ? 

Senator Jackson. They are national. They are all over the coun- 
try. I think it is supported by business firms who try to inform other 
firms of bad business practices, to give them some indication of who 
the bad eggs are. It is a purely private nonprofit association. 

Senator Munpr. But it is a nationally recognized association we 
are talking about, so that we are not just going to have some smear 
against somebody from some little local organization ? 

Mr. O’Donnetut. No. The better business bureau in Los Angeles 
is similar to the better business bureaus throughout the country. 

Senator Munpr. Affiliated with the national better business bu- 
reaus ¢ 

Mr. O’Donnett. I don’t know if this one is affiliated with them. 
I assume it is. They are legitimate organizations. They are con- 
fronted with all types of inquiries, from you, from me, from people 
in business, as, “I have been approached to do this or do that. What 
kind of an outfit is it that has been in contact with me?” 

Senator Jackson. I think it might be well to notify the people 
who have been named in this statement, because it will be treated as 
a statement. Let them know that the committee is conducting hear- 
ings, and that we have received a statement which is in the record in 
which the following allegations were made, and then asked if they 
desire to make any statement on it and that they may submit it. 

Senator Munpr. That would take care of the problem I had in 
mind. 

Senator Jackson. If counsel will, please do that. 

Mr. O’Donnett. Yes, sir. 
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He says: 
Although the apparent affluence of some such operators, coupled with the 
thousands of inquiries received by this bureau— 


indicating they have quite a bit of contact with it. 

I would also, Mr. Chairman, like to have introduced into the rec- 
ord for reference only various exhibits that he has forwarded with 
his letter. 

Senator Jackson. That will be marked for reference with the ap- 

ropriate designations, “Exhibit No. 12.” 

(Material referred to was marked “Exhibit No. 12” for reference, 
and may be found in the files of the subcommittee. ) 

Mr. O’Donnetu. We have a letter under date of March 26, 1959, 
directed to me from the Chicago Better Business Bureau, signed by 
A, B. Johnson, vice president. 

If you will recall, he testified last year. He recaps various of these 
organizations which have come to his attention, through complaints, 
inquiries, so forth, and soon. I would like to submit that. 

Senator JACKSON. It will be included under the same conditions as 
the previous letter from Los Angeles. 

Mr. O’Donnett. He has attached supporting data to his letter 
which I think should only go in for reference purposes. 

Senator Jackson. Same ruling. 

(Letter referred to was mar ked “Exhibit No. 13” for reference, and 
may be found in the files of the subcommittee. ) 

Mr. O’Donne tt. I have nothing further, Mr. Chairman. 

Senator Jackson. We will stand in recess, subject to the call of the 
Chair. 

Tentatively we wi!l try to meet on Wednesday. 

(Members of the subcommittee present at time of recess: Senators 
Jackson, Muskie, and Mundt.) 

(Whereupon, at 3:25 p.m. the subcommittee recessed to reconvene 
at the call of the Chair. 
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CERTAIN ORGANIZED FRAUDULENT SCHEMES 
OPERATING IN THE UNITED STATES 


WEDNESDAY, MAY 6, 1959 


U.S. SENATE, 

SENATE PERMANENT SUBCOMMITTEE ON INVESTIGATIONS, 

OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, D.C. 

The subcommittee met at 2 p.m., pursuant to Senate Resolution 43, 
agreed to January 29, 1959, in roorn 3302, Senate Office Building, 
Senator Henry M. Jackson (acting chairman of the subcommittee) 
residing. 

Present : Senator Henry M. Jackson, Democrat, Washington; Sen- 
ator Edmund S. Muskie, ‘Democrat, Maine; Senator Karl E. Mundt, 
Republican, South Dakota. 

Riso present: Donald F. O’Donnell, acting chief counsel; Philip 
Morgan, chief counsel to minority; Thomas G. Egan, assistant coun- 
sel ; Susan S. Becker, acting chief clerk. 

Senator Jackson. The committee will come to order. 

(Members of the subcommittee present at time of convening: Sen- 
ators Jackson, Muskie, and Mundt.) 

Senator Jackson. The first witness today is Mr. Leonard Miller, 
president of Lenders Service Corp. of Los Angeles. 

Do you solemnly swear that the testimony you are about to give 
before this Senate committee shall be the truth, the whole truth, ‘and 
nothing but the truth, so help you God? 


Mr. Mixer. I do. 


TESTIMONY OF LEONARD MILLER, ACCOMPANIED BY HIS COUNSEL, 
E. K. GUBIN 


Senator Jackson. Will you state your name and your position, 
please ? 

Mr. Minter. My name is Leonard Miller. I am president of Lend- 
ers Service Corp., with offices at 5723 Melrose Avenue, Los Angeles, 
Calif. 

Senator Jackson. You are represented here today by counsel? 

Mr. Miter. I am, sir. 

Senator Jackson. Will you identify your counsel ? 

Mr. Miuuer. My counsel is Mr. E. K. Gubin, attorney at law, our 
Washington counsel. 

Senator Jackson. You are familiar with the rules, Mr. Gubin ? 

Mr. Gusrn. I presume so, and I have given my address and phone 
number to the reporter. 

Senator Jackson. We will waive one of the rules here, but as you 
know, there is a 24-hour requirement on the submission of statements. 

93 
41730—59——7 








94 ORGANIZED FRAUDULENT SCHEMES 


Mr. Gusrn. I appreciate that, sir, and I beg the committee’s indul- 
gence. That statement of Mr. Miller’ s that he wishes to read this 
afternoon was prepared at 10 o’clock, and he didn’t come in early 
enough from Los Angeles. I am sorry that it occurred. 

Senator Jackson. I realize that you have had this tr agedy 1 in your 
own family, and I think under all of the circumstances it is highly 
proper. I just want you to know about the rule. 

Mr. Gustn. I will see it doesn’t happen the next time, sir. 

Senator Jackson. Do you have a statement? 

Mr. Mitier. I do, Senator, and if I may be permitted, I would like 
to read it. 

This is the fourth time I have come to Washington as a voluntary 
witness, and at my own owe nse, to relate the factual activities of my 
organization to personnel of this committee originally, and now to 
the committee itself. 

At all times I have answered to the best of my ability all questions 
relating to my company that pertain to the efforts of this committee 
to pass appropriate legislation. I will continue to do so this after- 
noon but, first, I would like to answer in this statement various ques- 
tions that were asked of a company official last week. You will recall 
he stated that I would be the best person to answer certain questions, 

After I have completed this short statement I will answer any and 
all questions of this committee concerning my company that will 
assist the committee in formulating legislation to solve any of the 
problems that may appear. 

Questions to be answered in this statement include: 

Why are certain secondary lending institutions called accredited 
in our literature ? 

Why do we list them in our book ? 

What does the word “accredited” mean ? 

Why do we call our operation a new concept ? 

Do we have trained personnel ? 

Why can’t businessmen secure the same service we give by looking 
in the phone book or reading the Wall Street Journal? Or by going to 
a bank ? 

If time permits, I will answer more of the questions that were 
asked at the first meeting of this committee, including what exact 
services we do render, and how successful we have been in helping 
clients. 

Before answering the foregoing questions, I should point out to 
the committee the type of businessman who is our client. U sually 
he is a smaller businessman who has been turned down by his own 
bank in his search for financing. The reasons for such turndown 
are numerous. Often he is told that his collateral is insufficient un- 
der strict banking rules. Often he is told his profit and loss pic- 
ture is not good. Often he is told his assets to liabilities ratio is in- 
sufficient under banking rules. 

In other words, this businessman, in banking words, is considered 
a marginal borrower w ho, because ’ of banking rules, cannot get fi- 
nancial assistance from banks. At this point ‘I should like to state 
that my company has, on occasion, been able to help this business- 
man change his bank’s opinion, as will be indicated later in this state- 
ment, and as a result of a test operation with banks of one State soon 
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to be concluded, we hope to change the opinions of many banks con- 
cerning loans to the alleged marginal borrowers by bettering the 
resentation made to the b: anker. 

This businessman must, therefore, turn to a group of lending in- 
stitutions called secondary financial sources. They have this name 
because it is assumed a man will go first to his own bank, which is 
his prime source of financial aid, ‘and if he fails there he will try 
a second source. 

Before answering questions raised earlier concerning the role of 
secondary lending sources in our operation, and how “they are ac- 
credited, I would like to make a capsule comment concerning what 
LSC actually does. 

Our help to a client falls in two parts: First, we help a client put 
together a written presentation called a business and financial re- 

ort, which is prepared by our analysts from information furnished 

y the client himself, his CPA, his bank, and his creditors. This, 
in itself, is a thing ‘of value, bec ‘ause clients frequently use it to 
secure further credit, or even to persuade their own bank that loans 
should be made. 

Second, LSC processes these business and financial reports by 

mailing them out each week to a consecutive list of lenders whom we 
have previously accredited by reviewing our form they have previous- 
ly filled out. Sometimes it takes as many as 12 or more presentations 
to secure results. 

Now I would like to turn to secondary lending sources and ex- 
plain what they do, and how we accredit them. 

These secondary financial sources exist all over the country, but 
rincipally in the larger metropolitan areas. All of them do not 
Seeds the same type of financing, nor do they have the same stand- 
ards of what accounts they will finance. The importance of this ob- 
servation will be noted when I explain how my company operates 
in contacting secondary sources. 

Financial services offered by these secondary sources include fac- 
toring, accounts receivable financing, chattel mortgage financing, 
inventory financing, purchase and leaseback of both new and used 
equipment, second- “mortgage financing, et cetera. 

Traditionally, these secondary sources charge a higher rate of 
interest than banks because they consider they are taking a greater 
risk than banks do in getting their money back, but all of them are 
regulated by their own States as regards the rate of interest they 
can charge. 

In spite of the higher rate of interest a marginal borrower must 
pay, financial people tell me that. the borrower ‘still saves money in 
the long run by his ability to discount his bills, thus earning a discount 
which more than offsets the interest he must. pay. 

By taking advantage of a 2- “percent, 10-day discount which ordi- 
narily he would not do, he can save 36 percent a year. Anything he 
borrows at less than : 36 percent a year is a savings. 

I should now like to turn to the question of accreditation of sec- 
ondary lending sources by our company, which has been the subject 
of previous questions. First let’s define the word “accredited.” Web- 
ster’s dictionary defines this word to mean “to certify as of a prescribed 
or desirable standard.” 
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If you will look at my company’s lenders classification schedules 
which I hand you herewith, you will find certain details asked of the 
secondary lending source. These include answers to which of 14 cate. 
gories of financing indicated are of interest to the lender; what mini- 
mum and maximum amount of loans can be handled; which of five 
ditferent geographic areas can be serviced ; what additional loan policy 
requirements exist; and to whose personal attention correspondence 
should be directed. 

I can state unequivocally that we never have listed any company as 
being an accredited lender until we first receive the form mentioned 
above properly filled out. When lenders ask to be removed from our 
list, we do so promptly with our next printing of our lists. 

You will note that included in the examples of lenders classification 
schedules filled out is one from Prudential Insurance Co., showing 
that one or two of its branch offices are interested in servicing certain 
types of our clients. This was a ~~ question in previous testimony, 

Senator Jackson. Do you still represent them / 

Mr. Miter. To the best of my knowledge, yes, sir, Senator. 

Senator Jackson. They haven’t asked to be taken off ? 

Mr. Miutrr. To the best of my knowledge, they have not asked to 
be taken off, Senator. 

In this regard, it is interesting to note that we often have various 
branches of a secondary lending source listed, and I have been advised 
by our company analysts who physically process our clients’ paper 
that frequently one branch of a company—a finance company, that 
is—will turn down our clients’ paper, while another branch in another 
city will accept it. 

The reason given me by the former head of a large secondary lend- 
ing institution as to why this happens is that criteria for approving 
or rejecting paper in secondary lending institutions are not firm and 
fixed, so that paper can be accepted or rejected automatically. Thus 
personal judgment, which obviously differs from person to person, 
determines acceptability. 

After reviewing some of the paper of my company’s clients with 
me recently, the individual mentioned above highlighted the above 
point by stating that if he gave the identical report my company pre- 
pared for a client to each of the nine senior analysts seated in the 
offices outside his door, he would get at least seven different opinions 
on whether or not a loan should be made, and on what type of 
collateral or security. 

The next question previously asked which I will answer is why 
we list accredited lenders in our sales book. The answer is that we 
believe a potential client is entitled to know where we intend to send 
the document we prepare for him containing his confidential infor- 
mation. The client should not be left in the dark as to exactly who 
we contact. As far as we are concerned, the client can contact the 
lending source direct after seeing its name on our list, without re- 
taining us. 

The reason is that we feel the average businessman does not know 
how to put his best foot forward in dealing with potential lenders— 
which activity is the other service we render, as indicated in the 
following paragraphs. 

This leads me to another question previously asked: Why do we 
‘all our operation a new concept? The answer is that we believe 
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that no organization, private or government, until we started opera- 

tion, has established a procedure whereby a marginal borrower is 
able to secure—first, assistance in the preparation of a document that 
will be reviewed by a financial institution; second, presentation of 

this document originally within his own local areas, but later through- 
out the country in widening circles, as indicated in the next 
aragraphs. 

I have indicated earlier that there were two steps or phases of our 
operation: First, the preparation of a report; and second, the sending 
out of this report to selected lenders. The client service flow chart 
which I am presenting to the committee herewith, and the supplement 
showing how complaints are handled, shows over 90 separate opera- 
tions Which my company personnel performs from start to finish of 
our operation. ‘This chart need not be printed in the record, but I 
would like it placed in the committee file for reference. 

Senator Jackson. Without objection, we will include both of the 
exhibits for reference only. I think that is exhibit Nos. 14 and 15. 

(Documents referred to were marked “Exhibits Nos. 14 and 15” for 
reference and may be found in the files of the subcommittee. ) 

Mr. Gurin. Sir, we have a number of other exhibits that Mr. Miller 
will allude to, and we would appreciate the same ruling, that after the 
committee sees them, they be admitted for use in the files and not for 
printing in the record. 

Senator Jackson. We will be very lenient about this, just as long as 
it is pertinent to this inquiry. We will surely include them as 
exhibits. 

Mr. Mitier. Now for another queston previously asked concerning 
whether or not we have personnel in our organization with banking 
experience. The answer is simple and it stems from the very nature 
of our operation. ‘Traditionally, we have not been directing any of 
our paper to banks because the borrower who comes to us normally has 
been turned down by his bank. Our paper is traditionally aimed at 
secondary lending sources, and to process this paper our personnel do 
not need banking experience and background, but rather, experience in 
the credit field. 

The next question is, Do we have people trained in the credit field, 
and if so, how are they trained? I should like to submit to the com- 
mitte two exhibits showing how our people are trained in our own 
organization. 

Senator Jackson. They will be marked for identification. That is 
referred to as an interoffice memo C and it will be marked for identifi- 
cation as exhibit No. 16. Your D will be marked for identification as 
exhibit No. 17. 

(Documents referred to were marked “Exhibits Nos. 16 and 17” for 
reference, and may be found in the files of the Select Committee.) 

Mr. Miter. The first exhibit shows how many of our personnel 
have signed up for a course in finance given by UCLA. The second 
exhibit. shows how our people are given on-the-job lectures on various 
aspects of finance. 

[think you will agree that both of these documents indicate that our 
people are given every opportunity for training and are actually given 
proper training. 

The personnel director of my organization always advises me chat 
personnel chosen are carefully screened for their educational back- 
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ground before they are allowed to work for us. Many of them have 
college degrees, and all of them are required to pass aptitude tests 
before they are seletced for service with us. 

The next question previously asked was “Has Lenders Service Corp, 
actually assisted clients in obtaining financial assistance?” The an. 
swer is a definite “Yes.” The extent of how many LSC clients have 
received funds as a direct result of our services will never be com- 
pletely known to us for one simple reason : Once we bring the borrower 
and potential lender together, all actual negotiations thereafter are 
between the borrowers and the lender. 

Once we turn over to a financial source the business and financial] 
report of a borrower, the financial source immediately takes over, and 
in the event of a successful negotiation, it is a matter of confidential] 
business between them and the borrower. There is no obligation for 
either party to advise us regarding their personal and confidential 
business transaction. 

We have, however, received communications from a number of 
clients who took the time to thank us for our service and to advise 
us of their receiving funds through our services. A partial list of 
these is presented herewith. A fast recap of the people who advise 
us in this manner total more than $600,000, but because of the reasons 
mentioned above, we are certain there are many more. 

In addition, there are many clients of ours who have been offered 
funds as a direct result of our services and who have not accepted 
such financing for one reason or another. One reason we know of is 
that they did not like the rate of interest asked of them. An example 
of some letters from clients dealing with this subject is presented 
herewith. Naturally, the decision as to acceptance of any financing 
is up to the borrower. He is under no obligation to enter into any 
type of financing. 

Previously I stated that clients use BFR’s which we prepare in 
order to get loans from their own bank. I present herewith an 
example of this, which is doubly interesting because the borrower 
turned down our own lender because his bank changed its mind after 
seeing our BFR. 

Senator Jackson. Before you go on, in order to put all of these 
matters in the record, we will admit as exhibits your number E, which 
will be exhibit No. 18, and your exhibit F, which will be exhibit No. 
19, and your exhibit G, which will be exhibit No. 20. 

(Documents referred to were marked “Exhibits Nos. 18, 19, and 
20,” for reference, and maye be found in the files of the subcommittee.) 

Mr. Miter. I just have a few minutes more. 

Now let me turn to another important point. This committee 
heard testimony from William J. Drake, executive vice president of 
the National Commercial Finance Conference, Inc., with headquarters 
in New York. I should like to comment on some of Mr. Drake's 
testimony. 

Mr. Drake stated that LSC has “no connection or affiliation with 
any of the recognized financial institutions.” My answer to that 
is that my above testimony shows that Lenders Service Corp. has, in 
fact, some type of connection or affiliation with financial institutions. 
By virtue of the fact that such financial institutions have actually 
filled out and mailed us a Lenders classification schedule, they have 
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expressed a desire to enter into negotiations with our clients and 
have actually extended financing to them. 

Mr. Drake stated in his testimony that to his knowledge only “one 
such situation was ever presented to any of our members which re- 
sulted in a commercial financial transaction.” This is not true, and 
since Mr. Drake mentioned that there are only 115 members of his 
organization, and he conducted quite an investigation regarding 
Lenders Service Corp., with his members, and by his own testimony 
advised his members not to do business with us, I would think that 
he could have easily found out that more than half a dozen LSC 
clients received funds from members of Mr. Drake’s organization. 

Now, most important to me, and I hope and I believe to this com- 
mittee, is Mr. Drake’s testimony in front of this committee regard- 
ing his contract with Mr. U. T. T hompson, executive vice president 
of Lenders Service Corp. His reference to Mr. Thompson was in 
meeting with him just once in his office and Mr. Drake’s testimony in 
answer to Senator Muskie’s question, “Is your "membership list of 
your organization available to these companies ? 

Mr. Drake’s answer was: 


Well, as far as we are concerned, they are not available. 
’ 


I answer this by presenting an exhibit of an original letter to Mr. 
U. T. Thompson by Mr. William J. Drake, executive vice president 
of the National Commercial Finance Conference, Inc. The letter 
starts out as “Dear Tommy” and is signed “Best regards, Bill,” and 
isover the name William J. Drake. 

Senator Jackson. Without objection, it will be marked for identi- 
fication. Your exhibit H will be marked “Exhibit No, 21. 

(Letter referred to was marked “Exhibit No. 21” for reference, and 
may be found in the files of the subcommittee. ) 

Mr. Mixrer. I further offer as an exhibit an original telegram sent 
to “Mr. U. T. Thompson, Lenders Service Corp., dated May 26, 1958, 
as follows: 

Received only six copies of your brochure for our June 3 executive committee 
meeting. Need nine more. 

That is signed “William J. Drake, executive vice president.” 

Senator Jackson. That will be marked—the telegr am which _ 
marked “I” for your purposes will be admitted as Exhibit No. 

(Telegram referred to was marked “Exhibit No. 22” for aids 2, 
and may be found in the files of the Select Committee. ) 

Mr. Mitter. This testimony by Mr. Drake, in my opinion, is some- 
thing less than what should be expected of a witness appearing before 
this honorable committee, charged with the responsibility of seeking 
the facts for the U.S. Government. 

Lenders Service Corp., I trust, will go on in providing a valuable 
service in assisting small business firms in their financial needs. Un- 
fortunately, and with much regret on the part of my associates and 
myself, who make up the stockholders and board of directors of Lend- 
ers Service Corp., we have made the decision to sell LSC and to dis- 
associate ourselves from this business activity or any other similar 
activity. 


Talso wish to state that we are in final negotiations with a group of 


business and financial leaders who will add dignity and prestige to 
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Lenders Service Corp. Our reason for selling this business is that it 
has been proven to us that we, my associates and I did not have the 
acceptance necessary to have proven the merits of this concept of LSC 
in the field of finance. 

Complete cooperation between Lenders Service Corp. and financig] 
sources is a necessary factor to the success of serving small business 
companies in their financial needs. Continual harassing by opinion. 
ated people such as Mr. William J. Drake and other private groups 
have provided us with no other answer than to secede for the overall 
benefit of America’s small business and, possibly, one day be vindicated 
in the eyes of the business world by the eventual and continual gue. 
cess of Lenders Service Corp. 

As a final exhibit, and as proof from a nonbiased source that LSC 
is a proper concept and operation, I am presenting herewith for place. 
ment in the committee’s files, a recent report of an expert on finance. 
who is the executive manager and secretary of a southern credit as- 
sociation. 

In closing, I would like to read just a couple of lines of his summary; 

Investigation reveals that there is an obvious need for aid to small business 
in the field of financing. It is the writer’s opinion that the type of aid rendered 
to small business by Lenders Service Corp. and similar service organizations js 
worthwhile provided that the service is rendered on a highly ethical plane. 

There have been admitted errors, particularly with regard to control of sales 
practices on the part of the field representatives who are private contractors, 
Consistent effort is exerted by Lenders Service Corp. to correct errors, to conduct 


their operations with ethical policies, and to return maximum results to their 
clients. 


Naturally there have been pitfalls and obstacles connected with promotion of 
a concept that is less than a year and a half old. All of these problems are being 
met and should be overcome with additional time and experience. 

This is dated April 15, 1959, and is signed “Jack C. Hodgkins.” 

That concludes my principal report and I thank you for letting me 
read it. 

Senator Jackson. Thank you, Mr. Miller. 

The last exhibit will be admitted. It is your identification “J” 
and it will be marked exhibit No. 23. 

(Document referred to was marked “exhibit No. 23” for reference, 
and may be found in the files of the subcommittee. ) 

Senator Jackson. On that last exhibit, I wanted to ask you, the 
Georgia Association of Credit Managers, Inc., which is affihated 
with the National Association of Credit Men, makes reference on 
page 3 to some agreement that you had made or were about to make 
with the Colorado Bankers Association. 

Mr. Mirurr. That is correct, Senator. I referred to that in my 
written statement. 

Senator Jackson. What about it; did you make it? 

Mr. Mixer. The test is in process and the results are not known 
yet, Senator. 

Senator Jackson. Do you have an agreement with the Colorado 
Bankers Association ¢ 

Mr. Mruzer. Rather than an agreement let' me explain exactly 
what we do have. We have a working test with the Colorado Bank- 
ers Association, as follows: that all paper, business and financial re- 
ports, prepared for LSC clients in the State of Colorado, first be 
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given to the banks of the State of Colorado, and not be given to any 
other financial source. 

They will review this paper with an eye to making the loan them- 
selves, and they have promised that if they do not make the loan 
they will write certain notations as to, if possible, who this could 
be sent to, or reason why they are turning it down. It is a test case 
being done in the State of Colorado. 

Senator JAcKson. Do you have any written agreement with them 
now; that is what I am asking. 

Mr. Mitier. We have written agreements by correspondence, signed 
over the letterhead of these people. 

Senator JAcKson. You have letters? 

Mr. Miter. Definitely. 

Senator JAcKson. It is not formalized as an agreement? 

Mr. Minter. Formalized to the extent that letters from the Col- 
orado Bankers Association, signed by the secretary of the Colorado 
association. 

Senator Jackson. But I mean there is no contract in a documentary 
sense. You are referring to a service of letters as constituting an 
agreement, but outside of that 

Mr. Mitter (interrupting). I am referring to an agreement that 
is documented by a series of letters stating that this is an agree- 
ment. 

Senator Jackson. Now, I think that you have submitted a lot of 
information here about the procedures that you go through. What 
concerns me, Mr. Miller, and I am trying to be objective about this, 
and I think we all want to be 

Mr. Miter (interrupting). I appreciate that. 

Senator Jackson. Is whether or not you have heard or been advised 
that any of your salesmen or agents have misrepresented to your 
clients what you could or could not do. ; 

Mr. Miter. Senator, I have to advise that such has happened. 

Senator Jackson. And how many times have you heard about it? 

Mr. Minter. I can’t give you the number of times. I can tell you 
that this particular question you raise is of great concern to us. I can 
tell you that we go to extensive internal policing efforts in our or- 
ganization to stamp out the work of deceptive men who may number 
anywhere from 6 to 10, but who can cause bad results obviously. 

Senator Jackson. You can see what I am getting at, and that is 
that the whole gist of the difficulty here is not what is in writing. 

Mr. Miter. It is verbal. 

Senator Jackson. It is the verbal representations that go on in 
connection with the operation of your business ? 

Mr. Miniter. Senator—— 

Senator Jackson. I will be frank with you. We went through this 
last year not in the lending end of it, but in the real estate and 
business end of it and the written documents do not help this committee 
agreat deal. The complaints we receive pertain to the representations 
made orally by people authorized by you to represent your company 
and other companies similarly situated as we found last year. 

Mr. Mituer. Senator, I could go on to say that practically every 
industry that has salesmen representing their services to the public, 
every type of management consulting firm, and firms in the credit re- 
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porting field and firms in the field of vacuum cleaners, and so on, and 
firms in every field have this problem and they police their industry, 
The world is full of a mal-percentage of deceptive people. 

Senator Jackson. I know. But this is a little different kind of an 
operation. Even politicians are full of “puffers” talk. ‘That is some. 
thing else. We are not talking about that. I don’t think it is a fair 
comparison when you talk about selling vacuum cleaners, or automo- 
biles. You see the product but what you don’t see in this operation is 
that these people apparently, and I am not talking about you neces- 
sarily, but I am just talking about this kind of a practice in general; 
they convey the impression that for a fee, this is the verbal story, which 
has nothing to do with the written, and they are not connected—they 
convey the impression that they are going to help this poor small 
struggling businessman get a loan. Now, this is what concerns the 
committee. 

Mr. Miter. This is what concerns me. 

Senator Jackson. I don’t think the analogies are sound, because I 
think that the situation is different. I think a man can see what his 
product is, but he can’t see this bank, and he can talk about it. There 
is no bringing together with the lender at the time that they meet and 
get the fee,isthere? ‘They are not there. 

Mr. Mirirr. No, sir. 

Senator Jackson. So that the point is that when this happens, all 
that your man does, all that your authorized representative has, isa 
client. He tells them, “Now this advanced fee will get you lined up 
with a loan,” and so on, and obviously they are saying things, because 
they are getting complaints all over the country on this. 

You have a case pending against you before the Federal Trade Com- 
mission, complaint dated the 17th of March, 1959, and they are not 
just salesmen, but your regional managers. ‘They are included in the 
complaint and they refer to your offices in Chicago; Atlanta, Ga.; 
Denver, Colo., and so on. Those are the only ones in the complaint 
that I see. 

You have seven regional managers, and two out of the seven are 
involved in this complaint. Every one is innocent until they are 
proven guilty, although this is not a crime here, and it is a civil action 
in the Federal Trade Commission. 

But surely you must have knowledge of the fact that these people are 
saying things that they can’t deliver on, or making some kind of rep- 
resentations that are not proper. 

Mr. Miter. Let me tell you how far we go, Senator. 

When we find that there is a complaint by a client, we take great 
steps in getting to the facts of the situation. Unfortunately, I must 
tell you that there have been occasions where we have returned the 
entire fee to the client. We have fired the salesman. This happened 
15 or 18 times to my knowledge, that we have returned the entire fee, 
and we have fired the salesman. 

Senator Jackson. How many people do you have involved ? 

Mr. Mrtter. We have about 140 salesmen or field representatives 
throughout the country. 

Senator Jackson. Now let me ask you this question: Have you had 
information that any of your people have trained your salesmen to 
make claims in connection with their presentation to clients which 
your people know or should know you could not deliver on? 
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Mr. Mitier. The answer, Senator, is a definite no. We have in- 
vestigated the claim that our regional directors have misrepresented 
what is taught to them by management, in how to train and educate 
our field representatives. We are completely satisfied that our re- 
gi ional directors train our men under the prescribed rules and regula- 
tions, and according to how our management feels they should be 
trained. 

Senator Muskie. How much do you pay these salesmen ? 

Mr. Mixier. The salesmen, all of our salesmen work on a straight 
commission basis. They receive a commission. That is an answer to 
your quest ion. 

Senator Muskin. How much of a commission ? 

Mr. Mitier. Thirty percent of the fee paid by the client. 

Senator Musxre. Doesn’t this sunyect them to considerable temp- 
tation to impose pressure on clients ? 

Mr. Miter. That is a regular practice of having men go out in sell- 
ing. I cannot think of any method other than a commission basis of 
payi ing these men, Sen: itor. It is not financi ially sound to do other- 
wise. 

Senator Muskie. Banks don’t pay commissions. 

Mr. Mitier. Banks are far removed, Senator, from our operation, 
and they do not go out in the field to sell people like our men do, and 
itis far removed. There is no connection with banks, or with anybody 
working in a bank as compared to anybody working for us. 

Senator Muskie. Small loan companies don’ t pay commissions. 

Mr. Mitier. We are talking about people selling, and going and 

representing and traveling great distances, and calling on clients, but 
if you will come to the field of selling I think that you will find ‘that 
most sales people—I will go on and say most people work on a com- 
mission basis. 

Senator Muskir. What are they selling? 

Mr. Mitter. They are selling the services of our company. 

Senator Muskie. What do your salesmen earn ? 

Mr. Minter. Naturally, they earn 30 percent. As to their average 
earnings, it is in round figures about $250 a week. 

Senator Musxte. In order to earn $250 a week, they must collect 
how much in fees ? 

Mr. Mitier. $800 a week, or $800-some-odd in actual fees, would 
come to $250 a week average. 

Senator Musxir. How many clients would they have to obtain in 
order to return that much ? 

Mr. Mittrr. A fraction of three. 

Senator Muskie. Is it a flat fee ? 

Mr. Mitier. Our national average of fee is $275. 

Senator Muskie. What determines the size of your fee? 

Mr. Mitier. The amount of the request of funds. 

Senator Muskre. When your salesmen approach a client, do they 
ask him for a financial statement in order to evaluate his finance 
ability / 

Mr. Mitier. When our field fepseemnahye approach a client— 
and incidentally, a client has invited him to come by, asking to send 
a field representative to see him regarding assisting him in his finan- 
cial needs—our field represent: tives take a four- page written survey 
which includes certain financial information given by the client. 
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I would like to add that he cannot accept that contract there. We 
have returned over $40,000 in fees to clients, because we would not 
accept them, because we thought according to our standards, they did 
not have a chance to obtain a loan, and we sent back, and this j is a 
matter of record, some $40,000 in fees, full fees to clients, because we 
would not accept them. They were substandard to our analysis re. 
garding their chances of obtaining financing. 

Senator Muskie. How long have you been in this business? 

Mr. Mitier. Approxim: tely a year and a half, Senator. 

Senator Muskiz. How much have you collect ed in fees from clients 
over this period ? 

Mr. Miter. Well, Senator, I was not prepared to come here with 
financial figures, and I was prepared to come here and answer ques- 
tions relative to assisting this committee in forming some type of 
workable legislation. 

However, if you feel that our financial figures are of value to you 
and I said here, and I say it again, I w ant to cooperate with this 
committee to my fullest extent, I will arrange for all financial figures 
to be sent to you. I would like to ask that. they not be made a part 
of the record, and this is a certain amount of trade secrets, but they 
are available to you, Senator, and to this committee, to read and look 
over. 

If you wish, they will be accredited by an outside CPA. 

Senator Musxiz. It would be of interest to me to know the rela- 
tionship between the total amount of fees that you have collected— 
may I finish my question, please ? 

It would be of interest to me to knew the relationship between the 
total amount of fees that you have collected and the total amount of 
loans that you have obtained, and the total number of fees that you 
have returned. 

I think that there is a relationship there, or could be a relationship 
there that would be pertinent to this inquiry. 

However 

Senator Jackson. I think that that is important. 

Mr. Miter. I can give you that. 

Senator Jackson. | think that is a reasonable request, and we are 
not going to force you; it is up to you. 

Mr. Miter. I want to cooperate, and I am sorry for interrupting 
you before. 

Senator Jackson. I think it is to your interest to do it. 

Mr. Mitter. That seems to be logical, and I would like to preface 
my following statements by the fact that in a new business it takes 
time to grow in stature. 

I would also like to make one other statement, that placement of 
loans is due to greater acceptability and cooperation with the lenders. 
We, according to Mr. Drake’s testimony, have been ousted from doing 
business with certain people, and it makes it very hard. However, I 
have some facts to give you. 

These are round figures and they won’t vary more than a few 
percent, 

To date, we have finished processing approximately 2,000 clients, or 
work in behalf of clients. Out of the 2,000, we have about a 10-per- 
cent record of successful conclusion, as follows 
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Somewhat more than 50 actual loans given to these clients as a di- 
rect result of our work than as a direct result of our putting them in 
touch with one of our accredited lenders, and in round figures about 
150 who refused loans of higher rates of interest, for one reason or 
another, and possibly because they did not like the interest charges, 
although legal interest rates, they just did not like it. 

So 200 out of 2,000 completed, gives us about a 10-percent satisfac- 
tory conclusion. I would like to go on to say, that this figure can be 
much greater, and much greater by far, with greater acceptability by 
Jending sources to Lenders Service Corp. 

Senator Musxre. It seems to me on the basis of what you have said 
in your statement, and just said, that you ought to have a rather com- 

lete record of loans approved, and loans rejected by your accredited 

enders. 

Mr. Mitier. Unfortunately not, Senator. 

Senator Musxre. Well, let me ask you this: Wouldn’t you expect 
that if one of your clients were refused a loan by one of these ac- 
credited lenders, that in every instance he would notify you that the 
loan had been refused ? 

Mr. Mititer. We would expect it, but we don’t get it. We do not 
get that answer. 

Senator Muskie. He has paid you for your service, and presum- 
ably if your service does not produce a loan in the first instance, isn’t 
he going to come back and ask you to produce another accredited 
jender as a possibility ? 

Mr. Mitter. Then, according to that question, by the very fact that 
we do not hear from lenders or do not hear from clients, I couldn’t 
say I would be wrong. 

Senator Muskir. This was not my question. My question was: 
Wouldn’t you expect to hear again from every one of your clients who 
was not successful in obtaining a loan from an accredited lender to 
whom you had referred your client? 

Mr. Mituer. No, I would not expect to hear from every one. 

Senator Muskie. Even though they had paid you for your serv- 
ices ¢ 

Mr. Minter. That is right. 

Senator Muskie. You said earlier in your statement that the rec- 
ords indicate that as many as 12 refusals by lenders are made before 
the client gave up or before he obtained a loan. Then you must have 
had at least 12 instances in the average case where the client reports 
back to you. 

Mr. Mituer. That is a minimum. There is a minimum amount 
of our knowing from client and lender. When I said 12, that is a 
malpercentage out of 2,000 for instance, out of 2,000 

Senator Muskre. Oh, no. This is not the point of my question at 
all. 

Let me see if I can find that place in your statement. You said 
ere : 





Sometimes it takes as many as 12 or more presentations to secure results. 
Now, this is with respect to a particular individual client ? 
Mr. Mintuer. That is right. 
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Senator Musxir. Then, on the average then, your clients report 
back to you or a given client will report back to you 12 times that 
lender to whom you have refered him has refused to loan him money, 

Mr. Mixer. Senator, that is a good question. Sometimes it js 
“Yes,” and sometimes “No.” There are two answers to that, and let 
me tell you: We hear from the lending source many times, “No, they 
are not interested,” in which case we send it to another lender. z 

It is very rare that the first lender we submit the paper to lends 
the money. 

I have here our file jackets, and every client, all of his affairs are 
put in a file jacket. On it is indicated how many times and the names 
and addresses of the lenders to whom we sent this paper. 

Now, we send out our business and financial report to a lender, 
If we do not hear from him within a week to 10 days, we follow up 
each and every one, Senator, with a form and a letter, on such and 
such a date we sent you the business and financial requirements of X 
company. Can you tell us what disposition you have made from 
this? 

Now, sometimes we receive an answer back from the lender and 
sometimes we do not. But if after not hearing from him an addi- 
tional 5 days we must continue to work on behalf of our client, and 
we then send it to another lender. We do this continually. 

Now, that is one answer. 

Another answer is that the lender himself sends back a report 
immediately, or within a week, and says, “We are not interested in 
this,” and then we go on to the next one. A third answer is that 
the client says, “You told me that you sent my business and financial 
requirement to Border Trust & Investment Co., and we could not 
get together.” 

Then we send it to another, but not at all times, and not in a ma- 
jority of times. 

Senator Musxir. When you enter into your agreement with your 
client, and incidentally I don’t recall seeing any of these written 
agreements. 

Mr. Miuurr. We have a one-page simple agreement with no fine 
print, and it has been presented, and here is another one for you to 
see, Senator. 

Senator Muskie. Does the client under this agreement purchase 
your services for a given period of time ? 

Mr. Mitter. No, sir; he does not. 

(A document was handed to the committee. ) 

Senator Munpr. How many clients in the course of the last year 
have you signed up, approximately, all together ? 

Mr. Miter. That question was asked me, Senator, and my answer 

yas that I do not have that information, and I was not prepared to 
come here with figures. 

Senator Munpr. You used the figure 2,000. 

Mr. Miter. I give you a figure of 2,000 that we have concluded 
and most of my work stays there. 

However, I will send to this committee if they need this type of 
information, to help them with workable legislation—— 
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Senator Munpr. Within 300 or 400 or 500, would it be safe to say 
that you had concluded contracts with between 2,000 and 3,000 clients 
jn the last year, more or less : al 

Mr. Muer. I know I am talking in answer to Senator Muskie’s 

uestion, so that he could evolve some type of ratio—I used a figure 
of 2,000 clients who we are just at the tail end or the end of working 
with, and I showed a 10-percent satisfactory conclusion. 

Now, Senator, believe me, I want this committee to know everything 
in the world to help them, but I would like to please consider that in 
the record there is a certain amount of trade information. I would 
be happy for you gentlemen to see all of our figures, and you can see 
my balance sheet or my profit and loss statement, and you can see 
every fact, but I would ask 

Senator Munpr. What I am trying to get to—— 

Mr. Mitier. Weare talking about 2,000 clients of ours. 

Senator Munpr. Two thousand signed-up contracts ? 

Mr. Mutter. That is correct, sir. 

Senator Munpr. And 10 percent of them are satisfactory ? 

Mr. Mitter. According to my statement, 10 percent had either re- 
ceived a loan, or were offered a loan and turned it down for their own 
reason. 

Senator Munpr. Let us start from a different angle. You have 
been in business a year and a half ? 

Mr. Mitter. Yes, sir. 

Senator Munpr. What would be the total number of clients who 
have gotten their loans completed in the year and a half? Would 
that be 200 or 300 or 400, or how many ? 

Mr. Mitier. There are only 2,000 contracts, or 2,000 clients or finan- 
cial service agreements that are completely concluded. I can tell you 
right now, Senator, that over 400 to 500 clients, business, and financial 
requirements are in the hands of lenders being worked on. 

enator Munptr. How many is that? 

Mr. Miter. 400 to 500. 

Senator Munpr. Now, 2,000 have been completed ? 

Mr. Miutrr. Yes, sir. 

Senator Munpr. That means that you have collected 2,000 fees? 

Mr. Mitier. 2,000 fees of an average of $275. 

Senator Munpr. Now, the thing I was trying to reconcile, you lost 
me someplace in your figures, because you said that you had about 140 
salesmen. The average salesman made about $250 a week, as a result 
of having signed up on the average of three contracts per week. 

So that you have been signing up on the average 420 contracts per 
week, which for 52 weeks would be 21,840 contracts, or 21,840 fees. 

Mr. Minter. We have not signed up anywhere near that. 

Senator Munpr. I am just taking your figures and multiplying them 
out. 

Mr. Mrirxrr. Like any other figures, they have to be tempered. 
These salesmen, some of them go out and don’t write a one, and quit. 
Half of our men are not successful. 

Senator Munpr. You gave us an average, and that does not mean 
every salesman signed up three clients, but if it averaged up, it would 
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have to be the same way, and some super-duper salesman might sign 
up five or six. 

Mr. Mitter. I gave you answers to questions, that the average man 
makes $250 a week, but 150 men do not make $250 a week with us every 
week ; they do not. 

Senator Munpr. But you have got 140 salesmen, and they average 
three sales a week, and so that the average sales per week of your sales 
force is 420, and you multiply that by 52 weeks and you have 21,840 
sales last year, and now you say that actually there are only 2,000 of 
them. 

That is a tremendous discrepancy. 

Mr. Miuuer. Senator, first of all, these men are independent con- 
tracts and they do not work 26 weeks out of the year. Men come and 
men go, and some of them don’t make $50 a week, and some men go 
out and in 2 weeks do not make a dollar. 

Senator Munpr. Now, Mr. Miller, I am just taking your figures 
and I did not invent them. You said that the average was 3 sales 
per week, and you have a sales force of 140, and now you are a financial 
expert, and in a financial business and a mathematician. 

Mr. Miurr. I never represented to be a financial expert, Senator, 

Senator Munpr. You say you have only made 2,000 sales altogether, 
I just can’t reconcile those two figures. 

Mr. Miter. I will try and explain. 

I was asked the question, how much does an average salesman make, 
Out of 15 men working in an office, for example, we have 4 or 5 who are 
steady workers. The rest of them, we have 4 or 5 men in each office 
who are steady producers. That isall. 

Senator Jackson. Can you clarify this a little? At least the chair- 
man got the impression that the average that you had given the com- 
mittee was based on the total number of people that you employed. 
Now 

Mr. Miturr. Then I beg your pardon. That was not my intent. 

Senator Jackson. That, of course, changes the whole picture, and 
what is your average based on, how many people ? 

Mr. Mutter. When I answered that question, I based an answer, 
somebody wanted to know here, how much does a salesman make?! 
I know that our steady men make an average of $250 a week, and 
I would say those men are five men in each of seven offices. 

Senator Jackson. Now, that is 35 men. That is entirely different, 
and it got a little mixed up here. 

Senator Munopr. It doesn’t add up that much, because that is 105 
sales a week times 52 weeks, and it 1s still over 5,000 sales. But you 
say your total sales were 2,000. 

Mr. Mitter. Senator, I did not. I beg your pardon. I did not. 
You asked me the question: How much were your total sales? And 
I said, if I may repeat myself——— 

Senator Munpr. I asked about sales contracts. 

Mr. Mitirr. I said I would like this committee, if that is a question 
pertinent to what they need to know here, to furnish that, but not for 
the matter to be of record. It is a trade secret. I would like you to 
appreciate that that could be considered a trade secret. 

I will furnish this committee documentary statements showing every 
sale we ever made, conclusive proof, and every sale, and every dollar 
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that we took in, and our profit and loss sheet and our balance sheet, but 
[ would like it not to be written in the record. 

Senator Munpr. Now, there is a question whether or not of the 
number of contracts that you sign up, and the fees that you collect, 
there is a reasonable satisfactory completion of loans. I don’t expect 

outo complete them all. If your percentage is 10 percent that is one 
thing, while if it is 75 percent, that is better. If it is only one-half of 
1 percent, that takes on the appearance of a racket. 

Now, these figures fluctuate from 2,000 to 20,000 so fast that I am 
entirely lost. _ ‘ 

Mr. Mitter. Senator, would you agree then, how can I give you an 
answer as to a ratio of successful conclusions when we have not finished 
the work except for 2,000 ¢ 

Senator Jackson. Let us talk about the 2,000 then. It is sini 
mathematics, and what you are telling the committee here is that 
9 times out of 10, you are a failure. 

Mr. Miter. Is that the end of the question ? 

Senator Jackson. Yes; that is a question. I say 9 times out of 10, 
youare a failure. 

Mr. Miter. Not in whole 

Senator Jackson. [ am just taking your own figures. 

Mr. Mitter. I said 10 percent of the time. 

Senator Jackson. Isn’t that saying it the same way, and it sounds 
rough, but it is true. You said that out of 2,000 cases where you col- 
lected fees, you had 200 successful ones. That 10 percent; is that 
right ? 

Mr. Minter. That is correct. That is what I said. But I would 
like to say 

Senator Jackson. Let me finish. And so it means that 9 cases 
out of 10, the client is not going to get any help. 

Now, is that the kind of business that you want to operate here? 

Mr. Mitter. Absolutely not, and I don’t. I can answer the ques- 
tion. 

Senator Jackson. I want to be fair about it. 

Mr. Miter. I appreciate that. Senator, there is a lot of value to 
what we prepare for our client. I will show you, that in addition to 
successfully concluding 10 percent in loans or offer of a loan, the work 
that we prepare for our client is helpful and necessary to our client 
in evaluation to him, and I would say that we are successful 90 per- 
cent of the time in furnishing our client a report that he never knew 
existed, a report that is valuable to him, more valuable than any re- 
port ever drawn up. 

Senator Jackson. Let me ask you this question—— 

Mr. Minter. You may look at this and draw your own conclusion. 

Senator Jackson. Let me ask you, and I want to be candid about 
this: Are your clients looking for fancy papers like this, and charts 
and all of that sort of thing, or are they looking for a loan? 

Mr. Mitier. They are looking for either a loan or an answer as to 
why they cannot get a loan, and to me an average fee of $275 is pretty 
cheap. We doa lot of work, and we perform over 90 different steps, 
Senator. 

Senator Jackson. Do they really want to know why they can’t get 
it or do your people make the pitch on the basis that you are going to 
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help them get a loan? You have been frank, and you have said that 
you returned some money back when you knew you couldn’t do it, and 
when you couldn’t possibly get it. 

Mr. Murr. That is a matter of record, Senator. 

Senator Jackson. I am assuming in these 2,000 cases that you 
referred to, that in all of those cases, having accepted the money, felt 
that you could get the loan. 

Mr. Miter. That is correct. 

Senator Jackson. But yet, in nine cases out of ten, you failed. 

Mr. Mituer. Yes, sir. 

Senator Jackson. Is that a good record ? 

Mr. Mutter. I would say it is an excellent record for our company; 
yes, sir. The very fact that we helped 10 percent of the people who 
had no chance of getting any help and gave 90 percent of the rest of 
them something that will help them in the future, I would say that 
is a good record. I would say that is well worth the $275 average 
fee they spent. 

Mr. O’Donnetu. Let me cut in, if I may. 

On the basis of the 2,000 completed loans ? 

Mr. Mitter. Not completed. 

Mr. O’DonneELu. Well, the completed transactions. How many 
loans have you actually received for these clients? You have men- 
tioned the figure of 200, and you have mentioned 50 before. And I 
would like to know how many loans have been made according to 
your records. 

Mr. Mitter. Now I will answer that as follows, if I may: Known 
to us, only by the goodness out of the hearts of the people who receive 
their loans or from the secondary financial institutions who were good 
enough to advise us that they made loans, some $600,000, or 50-some- 
odd loans, were made. 

Mr. O’DonneEtu. Where do you come up with the 150 more? 

Mr. Miter. People who have been offered loans but did not take 
them. 

Mr. O’DonneE tt. So that actually, you have made fifty loans out 
of 2,000 completed transactions ? 

Mr. Miter. Well, everything depends on how you say it and how 
you look at it. The very fact that our job here is a service company, 
and we bring borrower and lender together under favorable circum- 
stances. That is for a client to say, “No, I don’t want this loan be- 
cause they charge so much money, and I am not going to take it,” that 
is up tohim. We are a service organization. 

Senator Jackson. Right at that point, you are the president of your 
company. Mr. Thompson was the executive vice president. He con- 
ceded here at the last hearing that you did not have anyone who reads 
a profit and loss statement, in the company. He is the man who is 
running your company, supposedly. 

Now, you mentioned in your opening statement here, on the first 
page, that one of the problems of your client is, and I quote, “Often 

he is told his profit and loss picture is not good.” 

Now, how can you analyze, or your people analyze profit and loss 
statements if they don’t know anything about it? 

Mr. Miturr. They know much about it, Senator. I can only tell 
you that Mr. Thompson in his previous testimony, and I sat in this 
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room, was under great emotional strain. That man is an accomplished 
ker, and that man actually did what you questioned him about 
doing, and he was near a nervous breakdown. 

Senator Jackson. I don’t know why he should be. He came here 
asa voluntary witness. 

Mr. Miter. I don’t know why either, Senator. 

Senator Jackson. All we are trying to get is the facts. 

Mr. Mitter. [am here willing to give you the facts. 

Senator Jackson. Just a minute. And he had a prepared state- 
ment that was prepared not under the stress and emotion of this com- 
mittee. 

Mr. Miter. No; he did not. 

Senator Jackson. Let us be candid about this. This committee 
didn’t browbeat him and didn’t do anything. He had a statement that 
had a little bit of misrepresentation in it, and you go and read it. 

It wasn’t a fair statement, and he conveyed the impression that he 
was tied up with the Harvard Business School, and he was associated 
with the University of California at Los Angeles, and in all due re- 
spect the inference was that he was connected with them. 

Mr. Mixer. Senator, everything he told you was right, but truly. 

Senator Jackson. If it is mght, then he said he did not have anyone 
that could read a profit and loss statement. 

Mr. Mitter. I mean everything about his background and his pre- 
pared statement was on who he was, and I guess he just went to pieces 
when he was questioned. 

He just went to pieces on that. 

Senator JAcKson. We are trying to be fair here. 

Mr. Mitrer. I appreciate that. 

Senator Jackson. And I hasten to add, that if he went to pieces in 
the committee room, the statement he was reading was prepared ap- 
parently outside the committee room. 

Mr. Guprn. May I ask that Mr. O’Donnell be allowed to present 
some material Mr. Thompson gave me before he left, sir, and he was 
very anxious to see that in the record; and for the record, the state- 
ment was prepared in my office several hours before the meeting. 

Senator Jackson. Counsel was here, and I am not going to inter- 
rogate the counsel. 

Mr. Gustin. I will be sworn, sir. 

Senator Jackson. No, as long as you are an attorney, you are an 
attorney, and there is no need for it. 

Mr. Gusin. May Mr. O’Donnell present for the record, sir, that 
information ? 

Senator Jackson. We will put it in for reference only. 

Mr. Gustin. Not for printing. But I would like the record to show 
that what Mr. O’Donnell here has is first a clipping from a newspaper ; 
and secondly a booklet mentioning Mr. Thompson on the second page; 
and third, a Better Business Bureau report; and fourth, a large list 
of some 50 letters testifying to Mr. Thompson’s good background. 

Senator Jackson. We will include it all as exhibit No. 24 for refer- 
ence. 

(Documents referred to were marked “Exhibit No. 24” for refer- 
ence and may be found in the files of the subcommittee. ) 

Senator Jackson. Some of these things I would like to ask about. 
There is a story in the Los Angeles Times, about Dr. Coleman from 
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Harvard Business School coming to the city, and it is hard to tel] 
whether this is a statement that Dr. Coleman released or whether jt 
is one that Mr. Thompson released—if you know what I mean. 

Senator Munpr. Mr. Chairman, I think that your emotions arg 
pretty well under control, are they not, Mr. Miller, and it is not your 
emotions, but it is your mathematics. 

I do not see any emotional explosion breaking up here anywhere. 

Mr. Mitter. No, sir, lam emotionally sound. 

Senator Munopr. I want to find statistically where we stand. Do [I 
understand now that what we are talking about is that in a year anda 
half, you have satisfactorily completed loans in varying sizes, for 50 
clients ? 

Mr. Miter. That I know of. Fifty that I know of, and probably 
many more that I don’t. 

Senator Munpr. Some could have completed their loans, but they 
were dissatisfied with some of the rates of interest, or rates of pay- 
ment or terms of repayment and so on ? 

Mr. Mutter. That isright. 

Senator Munpr. So that you have had 10 percent of your clients 
accepted loans or proffered loans, and you think that in the neighbor- 
hood of 2,000 might be the total number of contracts which have been 
signed ? 

Mr. Miter. The total number of contracts what ? 

Senator Munpr. That have been signed and fees collected. 

Mr. Mitxier. No. The total number of contracts that we have con- 
cluded work on, Senator. 

Senator Munpr. Don’t you work on all of them when they come in? 

Mr. Mituer. No, sir. It takes over 6 months to successfully com- 
plete work. We have 400 to 500 right now today, no less than 400, and 
closer to 500, that are now being looked at by lenders, and all 500 may 
turn out to be loans. I hope so. 

Senator Munpr. The percentage would have to be increased a great 
deal over your experience. 

Mr. Miter. I hope the percentage—and I have every reason to 
believe that this percentage should pick up. I hope you have taken 
some note of my testimony where I tell you what I believe is going 
to be good for this company, and that is people at the head of it who 
are people in the credit and financial field, and people who can lend 
an air of dignity to this company, and people who can get the ac- 
ceptance of the finance companies. 

It is very hard to do work with finance companies when Mr. Drake 
comes out and tells his people not to do business with us. 

Incidentally 

Senator Musxir. I would like to ask a question. On what basis do 
you establish the fee that you charge the client ? 

Mr. Miter. On the basis of this: We have offered you a list show- 
ing our basis of accepting fees, and it is in our material that we gave 
to you, Senator. I think you can see that. 

Senator Munpr. I have to go, Mr. Chairman. 

I have in my hand a resolution passed in Pittsburgh last week by 
the officers and board of directors of the National Association of Li- 
cense Law Officials, in which they commend our committee for the 
hearing which we are undertaking, and voice the attitude of their 
group on this legislation, and I would like to make this a part of the 
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yinted record. But I suggest that it either precede or follow the 
testimony of Mr. Miller, because it has no application to this case. 

Senator Muskxir. Without objection, that will be done. 

Mr. Mitter. Before you leave, Senator Mundt, I will tell you that I 
am heartily in favor of any legislation that can regulate, standardize 
the activities of both field representatives and the field of small busi- 
ness financial consultants. I think it would be a wonderful thing, 
and I am all for it. 

I would hope to work with you people and give you the benefit of 
every bit of knowledge that I have to help you obtain such legislation. 
It would help our position considerably. 

Senator Munpr. This is a difficult piece of legislation to write. 

Mr. Miuurr. It should be done, I believe. 

Senator Munpr. Because we don’t want to hamstring legitimate 
operations. But weed out those which are erroneous and phoney, and 
that isa hard thing to write. 

Mr. Muter. [ agree. 

Mr. O’DonneEtt. Just for the record, Mr. Miller, are you familiar 
with the Inter-American Loan Service? That was the one that was 
organized in the spring of 1958 by Robert Hill. He was formerly 
with LSC, by the way. 

Mr. Mitier. Yes. [am familiar with that name. 

Mr. O’Donne tx. Do you know whether or not they are operating 
legitimately ¢ 

Mr. Miturr. Well, Mr. O’Donnell, you and I have had previous 
discussions about a list of people, and particularly the one you just 
mentioned, and I would not like to be accused of what I sometimes ac- 
cuse others of, and that is snap judgment, when it comes to something 
as serious as their business. I will be happy as I mentioned to you 
before, to work with you at my expense in your office for the good of 
the industry I am in, and as any honest American citizen should do. 

Mr. Gusin. Asan industry that you were formerly in. 

Mr. Mitter. Yes. And our business is in the final negotiations of 
sale. 

Mr. O’Donnett. I am asking you for a personal opinion as to the 
Inter-American Loan Service, and you expressed it to me in my 
office. 

Mr. Miter. We talked about this, and I don’t feel that sitting here, 
I should judge this firm. I may have my personal question as to 
whether they are legitimate or not, but I have to concern myself with 
slander, and a civil suit, and it is serious business for me as a citizen 
to go and put in the record that I think this about it. 

I again tell you that at my expense, I will come to Washington, 
or any place in the country, and I will sit with you and I will work 
with you regarding any other business in this field. I must caution 
myself to sit here and pass judgment without knowing all of the facts. 
I can sit with you and tell you my personal opinion, and tell you how, 
and I did this in your office, how you can best get these facts. 

Mr. O’Donnett. Didn’t you tell me in my office that Inter-Ameri- 
can Loan Service was anything but a legitimate organization ? 

Mr. Mititer. Mr. O'Donnell, again I am here as a witness to help 
you formulate legislation. But I must not put myself open to a 
slander or law suit. 
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Mr. O’Donnett. This is a congressional hearing, and you don’t 
have anything to worry about there. 

Mr. Mitter. Am I immune from such a suit? I honestly mean 
this. I will avail myself to you, I will give you my services to assist 
you in any investigation. : 

Mr. O’Donnett. I take it there is not much sense in asking you 
about all of the other organizations. 

Mr. Miruer. Not at this hearing, Mr. O’Donnell. 

Mr. O’Donne tt. I have one other question. In the second to the 
last paragraph of your statement, you have stated that you are in the 
process of final negotiations to sell Lenders Service Corp. 

Mr. Miuier. That is right. 

Mr. O’Donnett. And the reason for selling the business is that it 
has not proven to you that, “We have the acceptance necessary to 
prove the merits of the concept.” 

Would you explain that a little bit? 

Mr. Miter. Yes, sir, I will. 

Our business is divided into two parts. No. 1, offering our services 
to a client; and No. 2, fulfilling those services to a client. 

To best fulfill the services to our clients, it is necessary that a close 
working relationship, and close cooperation between Lenders Service 
Corp. and the Nation’s commercial financial institutions, it is of prime 
importance that this situation exists. 

We, and I say we, my associates and myself, do not have the ac- 
ceptability of these finance companies. That is our main reason for 
selling this, so that this business can go on to serve American indus- 
try, and it was shown to us that only people, or the best chances for 
success, are with people from the financial and business world, credit 
world, who can get this acceptance. We feel we have added to this 
business and we brought up a concept, and now it is ready for the 
second plateau. Unfortunately, and with great regret, we go out of 
this business. 

Mr. O’Donnetu. Do you feel that your reputation is not the best in 
the world so far as 

Mr. Miter (interrupting). I did not say that. And I just said 
that we haven’t got, my associates and myself, namely two associates 
and myself, do not have the stature in the financial and the credit 
world to get this acceptance. I say that. 

Mr. O’Donnewt. But do you say that because of your reputation 
you cannot place loans? 

Mr. Mittrr. No, I do not say that. 

Mr. O’Donnett. Mr. Chairman, I have here a letter addressed to 
Senator Mundt, dated May 2, 1959, from Donald O. Bircher, Deputy 
Commissioner, State of California Division of Real Estate, which 
[ would like to have made a part of the record, and he encloses sev- 
eral documents that I would like to have put in the record for ref- 
erence purposes. 

Senator Muskre. Without objection, that will be done. 

(Document referred to was marked “Exhibit No. 25” for reference, 
and may be found in the files of the Subcommittee. ) 

Mr. O’Donnett. I also have a letter, Mr. Chairman, from the office 
of the attorney general in California, from Lee B. Stanton, Deputy 
Attorney General, addressed to Senator Karl Mundt, dated May 4, 
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1959, which I would like to go into the record, with enclosure, for 
referenc e purposes only. 

Senator Muskie. Without objection, that will be done. 

(Document referred to was marked “Exhibit No. 26” for reference, 
and may be found in the files of the Subcommittee. ) 

Senator Muskie. I would like to ask one or two questions. 

You have been in this business about a year and a half, Mr. Miller? 

Mr. Mutter. In this business, actually we started business in the 
first months of 1958. The first 3 months were sort of getting started, 
and I would say that February ‘of 1958 we were in operation. 

Senator Muskie. What has been your total receipts in that period ? 

Mr. Mitier. Again, Senator, 1 was not prepared to bring any finan- 
cial figures with me, and again I will offer to this committee, and if 
I may hold the reservation that they not be a part of the written 
testimony, just for your personal use, to assist you in any way that 
you think it would assist you—that is a very, very closely guarded 
trade secret, our receipts, Senator, but I will be happy to give them 
to you personally or give them to ‘this committee personally. If you 
ask for them I will see that you get them. 

But not to be in the record. It is so important that it should not 
be, Senator. 

Senator Muskie. If you will send them to us we will see that they 
are included in the committee files. 

Mr. Mitier. [ will send them to you. 

Senator Muskie. You could not give me, or would not care to give 
me an estimate subject to whatever correction the records may esti- 
mate subject to whatever correction the records may indicate, a rough 
estimate of what your total receipts are ? 

Mr. Mixer. No, I couldn't. 

Senator Muskie. How are your contacts with your clients estab- 
lished ? 

Mr. Miter. We mail to business firms throughout the country a 
letter asking them if they would be interested in receiving assistance 
in obtaining financing for accounts receivable financing, for second 
mortgage fin: ancing, and for inv entory financing, and purchase and 
lease-back financing, and for chattel mortgage financing and factoring, 
and accounts receivable, and so on. 

Weask them if they are interested to send a card back to us inviting 
a representative out to talk to them regarding it. 

Senator Muskie. You don’t do any personal solicitation at all? 

Mr. Miter. No, sir. 

Senator Muskie. Where do you get your mailing list ? 

Mr. Miter. Out of the telephone directories. 

Senator Muskie. All over the country ? 

Mr. Miter. Yes, sir. 

Senator Muskie. You send this material through the mails, in every 
State? 

Mr. Miter. Yes, sir. I believe you have copies of all the material 
we send. 

Senator Muskie. How many inquiries have you received in the 
course of the last year and a half ? 

Mr. Minrer. Again I will furnish that to you. I will be happy to 


furnish that to you when I furnish the other information you asked 
for. 
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Senator Musxir. How many mailings have you sent out; to how 
many people ? 

Mr. Miter. Senator, I am the president of this corporation and J 
do try and know everything that is going on, but I wouldn't know how 
many mailings we sent out, Senator. 

Senator Muskie. How often do you send out a mailing to the same 
mailing list ¢ 

Mr. Miter. To the very same person, you mean ? 

Senator Musxiz. Yes. Are you likely to do that except coin- 
cidentally ? 

Mr. Miter. I was going to temper my answer with coincidentally 
it could happen. 

Senator Muskie. But you don’t deliberately do it ? 

Mr. Miter. No, not deliberately, and it would be throwing money 
away to send two to the same person. 

Senator Muskir. Do you do this State by State, thoroughly, or 
how do you make your selection of your mailing list ? 

Mr. Miter. State by State. 

Senator Muskie. And you have covered some States thoroughly 
then, if you have been in every State ? 

Mr. Miter. I would say we cover each State thoroughly. 

Senator Muskie. Have you covered all 48 thoroughly ? 

Mr. Miter. If not, practically all of them, Senator. 

Senator Muskie. This must involve a terrific mailing list. 

Mr. Miuer. It does. 

Senator Muskie. Would you give us any information on this item? 

Mr. Miter. Well, I am not close and familiar with that. 

Senator Muskir. Would you submit it later ? 

Mr. Miter. A figure, no, I couldn’t. 

Senator Muskie. Or the cost ? 

Mr. Muer. I couldn’t start to guess on mailing cost. 

Senator Muskie. Don’t you have any records ? 

Mr. Mitzer. Sure, we have records, and we have records just like 
we have balance sheet records, and again if that is an important part 
of what you need here, I will send it to you definitely. 

Senator Musxre. Will you do that, and we will include it in the 
committee files. 

Mr. Miter. Since this is a very closely guarded trade secret--—— 

Senator Muskie. It will not be included in the printed record. 

Mr. Miter. I will be happy to send it, Senator. 

Senator Muskie. After you receive these inquiries, you send out 
your salesmen ? 

Mr. Murr. A field representative; that is correct. 

Senator Muskie. Now, what kind of territory does the salesman 
have to cover ? 

Mr. Miter. Since we have seven offices throughout the country, 
each office covers, we will say, seven States. 

Senator Muskie. What is your northeastern office, for example? 

Mr. Mitier. I can give you the office right down the line if you 
want a full answer. For instance, New York 

Senator Muskie. Let us take New York. This is your northeast- 
ern Office, is it? : 

Mr. Mitier. Main. 
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Senator Musxre. And it covers Maine? 

Mr. Miter. Yes, sir. 

Senator Musxir. And? 

Mr. Miuter. And it covers Massachusetts, and it covers New York 
State, and New Jersey, and it covers Delaware, Rhode Island, Dis- 
trict of Columbia. 

Mr. O’DonneEtt. How about New Hampshire? 

Mr. Mitter. And New Hampshire, yes. 

Senator Muskie. And Vermont? 

Mr. Mitter. Yes, sir. 

Senator Muskie. When you get an inquiry, do you send your sales- 
man out from the New York office just to service that one inquiry ? 

Mr. Miter. No, sir. 

Senator Muskie. You wait until you get a number of inquiries? 

Mr. Mittrr. Either that, or we have men in those territories, peo- 
ple who may live in the State of Maine, and who have been tried. 
Everyone of our field representatives goes through a training that 
takes the better part of a week. 

Senator Musxir. Now, since these people are on a commission 
basis, they have got to make a lot of contacts in the course of a week 
in order to make a week’s pay. 

Mr. Mittrr. I agree. 

Senator Musxre. But the inquiries are in sufficient volume for them 
to do this? 

Mr, Miter. I would think so. 

Senator Musktr. How many inquiries would they service in the 
course of a week, in order to produce the average pay of $250 a week, 
when you gave us earlier. 

Mr. Mitier. Well, that is about 30. 

Senator Muskie. And you would get as many as 30 inquiries, say 
from the State of Maine, in the course of a week? 

Mr. Miter. I would say so, yes, sir, either that or just something 
prior to that State if he is working in that area, and he would work 
that area. 

Senator Muskie. When your man goes into Maine, and he ap- 
proaches the first potential client, what is the first thing that he does? 

Mr. Mier. The first thing he does is identify himself. 

Senator Muskie. And then what? 

Mr. Miuter. And heshows him the card that we received. 

Senator Muskm. And then beyond the formalities, what is the first 
thing he does to service the inquiry ? 

Mr. Mriter. He proceeds to tell him something about Lenders 
Service Corp., and one of the first things he asks him is, “Have you 
tried to borrow money at your bank?” If on occasion a man would 
say, “No,” we advise him to go to his bank first, and contact us later. 

I must say that 8 out of 10 say they have already tried borrowing 
money at their bank. Therefore, he is not qualified for a bank loan. 

Senator Muskie. Out of 30 inquiries a week that your man services, 
24 have already gone to their banks? 

Mr. Mitier. At least; yes. 

Senator Muskie. What does the salesman do with these 24? 

Mr. Mier. Now, he explains to them that Lenders Service Corp. 
will, for a fee, obtain the necessary information from this client by 
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gathering material at his place of business, which the representative 
is prepared to do right then and there, and furthermore he states that— 
we contact your trade suppliers, your bank and your accountant or bookkeeper, 


and we gather together all of the necessary information that a lending source 
would have to know to decide whether or not he can extend financing to you. 


Senator Musxir. Each of these 24 people has already been turned 
down by a bank. 

Mr. Minter. That is right. 

Senator Muskie. Presumably each of these 24 has already sub- 
mitted a financial statement to the bank. 

Mr. Mitier. A financial statement is a small part of it. But, asa 
matter of fact 

Senator Musxir. The report is similar to the one which you your- 
self obtain, has already been submitted to the bank, presumably. 

Mr. Mitzier. I wouldn’t say they have already submitted one to a 
bank. I would say that we have heard, and this is hearsay, that the 
biggest thing wrong in not obtaining funds by a small businessman j is 
he doesn’t know what to report. He doesn’t know how to make up a 
report. 

Senator Musxtr. The banks know what information they want 
and any bank I have ever gone to for a loan asks me not only for this 
kind of information, but much more. 

Mr. Miter. Senator, I can tell you then, I have a case history of 
where a client of ours sent us a letter stating that his bank turned 
him down and that he got an offer of money from the Morris Plan. 

Senator Musxre. I have seen the letter which you submitted. 

Mr. Murr. There is a perfect example, and there is a smart 
businessman. 

Senator Musxre. But one letter of this kind, or one instance of this 
kind does not prove that all banks are just sloppy. 

Mr. Mitter. What is that? 

Senator Musxre. That all banks are this sloppy. 

Mr. Mirtrr. I don’t believe any bank is sloppy, and I am a great 
believer in banks. 

Senator Musxir. Banks are more conservative in their lending pol- 
icies than secondary lenders you deal with and they are going “to be 
more thorough in obtaining financial statements. 

Mr. Mirier. Senator, it is a matter of record that practically any 
piece of literature that, you read that has to do with small business 
credit, somewhere in that report it will show, if the businessman 
showed a better prepared report on his activities, on his financial 
statement, and on his operations, on his personal history, and on his 
previous activities and so on, they would be able to extend a lot more 
financing. 

Unfortunately, the businessman, and fortunately for us and un- 
fortunately for him, he does not do that. He needs somebody like 
Lenders Service Corp., to prepare this material for him. 

Senator Muskie. Let me ask you some questions here. 

On this statement of conditions, you are saying that in your judg- 
ment most banks would. not be interested in the cash position of an 
applicant for a loan ¢ 

Mr. Mitzer. They would be very much interested in the cash 


position. 
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Senator Musxre. So presumably the bank who turned down 1 of 
these 24 people would have obtained that information ? 

Mr. Mitier. No, I maintain that people have gone into banks with 
out that information. 

Senator Muskie. I am not putting the question that way. 

This man has been to the bank, and whatever information he m: Ly 
have taken in to the bank with him, at some point he discussed with 
the bank whether or not he was a financable risk. 

Mr. Mixer. That is correct. 

Senator Muskie. And the bank, in order to reach that judgment, 
certainly must have asked some questions in the course of their 
discussion. 

Mr. Mitter. I agree absolutely. 

Senator Muskre. Isn’t that also true of the accounts receivable 
nguret 

Mr. Miter. No; as a matter of fact, since we get loans for people 
who cannot get a loan at the bank, it is because we go to secondary 
sources who want dating of this material. 

By “dating” it is a technical statement; in order to lend money 
on accounts receivable, a secondary finance company wants a complete 
list of our client’s list of people who owe him money. 

Senator Musxir. Now you are talking about whether or not these 
figures are as accurate as they ought to be. But is it not a fair state- 
ment to s say that the bank, in its negotiations with the client, has 
obtained an accounts receivable figure ? 

Mr. Murer. No, I would say that they have not seen his accounts 
receivables listed, or like you put it, maybe it wasn’t extensive and 
they just saw one flat figure of his accounts receivable and I would 
assume that. 

Senator Musxtr. Now, you are making a sweeping statement that 
covers thousands of banks in this country 

Mr. Miter. I would say that they ¢ see their financial statement, 
but maybe not a complete enough one. 

Senator Musxir. I have had small business clients, and I have 
had people who had to go to banks for loans, and I have seen the 
kind of material that they present for their banks, and more often 
than not that material is not complete or accurate, and they find it 
necessary to supplement their information with advice from their 
lawyer or advice from their bank, but at some point in the course of 
this negotiation or this discussion, which takes days and weeks in most 
banks, as you certainly agree, all of these items which you list here 
are certainly disc losed to the bank at some point. 

Mr. Mixer. That is right. 

Senator Muskie. And the bank itself would be of assistance. Other- 
wise, these banks would not be in much of a position to sell their own 
services to their own communities. 

Mr. Mintzer. Well 

Senator Muskie. Even to the businessman whose business they turn 
down, they indicate that they are anxious to be helpful and anxious 
to help them assemble the information. This has been my experience. 
Now, they cannot be that much different in other parts of the country. 

Mr. Miter. That is not my experience, and my experience has been 
just the opposite. 
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Senator Musxtr. Now we are talking about something that we can- 
not prove. That is one way or another. Let me ask you this: 

At this point in your s salesman’s dealings with the potential client, 
he obtains whatever information the client assembled for the bank. 

Mr. Minter. What is that? 

Senator Muskie. Whatever information, financial information his 
client had previously obtained for the bank ? 

Mr. Mitier. No, sir. 

Senator Muskie. Does he not avail himself of that material? 

Mr. Mitirr. That is not anything he would turn over, and he ob- 
tains a four-page written report that is much more extensive, we 
think, than a man ever turned over to the bank. 

Senator Muskie. What is the basis of this, and does he have re- 
course at all to the information which his client had previously put 
together for the bank? Is your man not interested in the sources of 
information at all ? 

Mr. Mirier. Sure, we contact the bank ourselves in behalf of the 
client. 

Senator Muskie. While your man is in his client’s place of busi- 
ness, it does not occur to him to say to his client, “Now, what kind of 
material did you present to the bank?” as a starting point? Does 
he not do anything of this kind ? 

Mr. Mixer. I would say that he could ask, and I see what mate- 
rial you presented to the bank, and he could ask that. I do not think 
it is mandatory that he ask that. I would not if I were a field repre- 
sentative. 

Senator Muskie. You do not instruct him to do this? 

Mr. Mitre. Pardon me? 

Senator Muskie. You do not instruct him to do this ? 

Mr. Mutter. We do not instruct him to ask what material he turned 
over to the bank, because we want our report. 

Senator Musxre. Do you not ask him to submit whatever informa- 
tion or data he may have with respect to his financial condition? 

Mr. Mittirr. Senator, let me tell you what we do instruct him to do. 

We instruct him to have a four-page preliminary data report filled 
out, and if it is not filled out he must go back to that client and get it 
filled out. We will not accept it. 

Senator Muskie. Who fills it out ? 

Mr. Mirter. The field representative, from information or questions 
he asks the client. 

Senator Muskie. Well, now, this client is a man, so you tell us, 
who does not know very much about how to do this sort of thing. 

Mr. Miuer. But it is a lot different 

Senator Musxrr. When a salesman is talking to him then, and the 
salesman asks, “What are your accounts receivable?” and the fellow 
says,“Well, I don’t know whether I have the figures,” doesn’t the 
salesman say,“W ell, did you present any figures to the bank that 
might be helpful 2” 

Mr. Mitrer. He is not interested in asking him. 

Senator Musxtr. If he isn’t interested in that, it does not seem to 
me he is doing his job very effectively. 

Mr. Mirter. Senator, you have to let me answer the question in 


full. 
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We know that we get the full information from the bank itself, 
because a big part of this is not what he gives us in the way of “puff” 
talk, but we tell him—among the things we tell our client is the fol- 
lowing : 

Mr. Client, we want you to realize that in assisting you in obtaining financing, 
it must be very important that the questions that we have to ask you must be 
filled out completely, and it must be factual. 

We maintain our report here is the most factual, current, compre- 
hensive report ever drawn up. We do it in our own way, and it has 
been very successful, Senator. 

If I may Senator, in answering your question, show you that there 
is a little more than just my self-admissible evidence here. Here is a 
letter from the Retail Finance Corp. in St. Louis, Mo., and it so hap- 

ns that they are a member of this Drake’s conference. 

Senator Musxre. I do not want to foreclose your presenting what- 
ever you have there to the committee if you want to submit it for the 
files. That is fine and if it seems to be pertinent that is fine, but I 
want to nail down the point that I am trying to drive at before I get 
diverted from my line of questions. 

You have minimized the value of the information which the bank 
had previously obtained from the client with respect to his financibil- 
ity; yet, you tell me that one of the first things that your salesmen do 
is to go to that bank and get information relative to your client’s 
financial condition. 

Mr. Mitier. No, Senator. We ourselves send that piece of evidence 
that you have in front of you. We send that card to the bank and ask 
the bank to fill it out. We do not minimize what information we can 
get from the bank. It is one part of our overall picture in putting 
together for our client his very, very best foot forward. 

We have been congratulated by many finance companies throughout 
the country on how complete and how thorough our report is. Now, 
this is not me saying this, and this is a number of letters I have here 
from reputable people. 

Senator Muskie. I am not raising that question at this point, and I 
am simply trying to get into your procedures. 

Now, I note this document which you have submitted here, and now 
if the bank were to answer these questions in terms which would be 
important to a determination of the client’s credit rating, the bank 
itself must have had and must have on hand considerable information 
relative to this client’s resources, assets, and liabilities. 

Mr. Mitier. They have on hand what is norma] for a bank to have 
on hand from a business client, and from that we get those questions 
answered each and every time. 

Senator Muskin. So you do consider the bank an important source 
of information ? 

Mr. Mituer. Absolutely. 

Senator Muskie. But you do not make it a point to obtain whatever 
financial data the client may have submitted to the bank in his appli- 
cation for a loan ? 

Mr. Miter. No, since it is completely and thoroughly covered in 
our 4-page application. 

Senator Muskie. As a source, and this is before your 4-page report 
has been prepared, and as a source of information ? 
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Mr. Mier. As a source of information we ourselves go to the 
bank and get it right from the bank and we do not get what the man 

says he gave to the bank, and we must be very factual, Senator. 

Senator Mu sxiz. The bank has turned down this ¢ Tiont and now if 
you are going to offer your services to this client, and if you are as 

10onest as you say you are, then you have to reach some conclusion as 
to whether or not there is some chance of your doing a job for the 
client. 

Mr. Mitier. Absolutely. 

Senator Muskie. Now, in order to evaluate your own possibilities 
in this connection, it seems to me that you must have some picture of 
why the bank turned this man down, on the basis of whatever evidence 
the bank turned this man down on. 

Mr. Mittrr. Our first analysis of it shows immediately why the 
bank turned him down. 

Senator Muskie. You said that your salesman is not interested. 

Mr. Mitxer. The salesman does not turn him down. 

Senator Musxre. You said that your salesman is not interested in 
obtaining the information upon which the bank made its decision to 
turn down this loan. 

Mr. Miruer. I said our salesman is not interested in getting from 
our client what he himself, the client, turned in to the bank for a very 
specific reason. 

Senator Muskie. Let us not play with words, Mr. Miller. You 
should be interested, it seems to me, if you are going to be honest in 
telling this fellow whether or not you can do a job for him, you should 
be interested in knowi ing, and your salesman should be interested in 
knowing, on the basis of what evidence the bank turned down the 
loan. 

Mr. Mruuer. We are interested and we find it out, but not from the 
client. We find it out from the bank. 

Senator Muskie. You mean, if the client submitted a financial state- 
ment to the bank, and the client has a copy of that in his office, while 
your salesman is sitting there, you are not interested or your salesman 
is not interested in having it produced ? 

Mr. Mixer. Senator, in the course of filling out that, certainly he 
is interested, and he takes that information. I can answer in one sim- 
ple statement why, why secondary sources can lend money where banks 
fail to lend money: because secondary sources provide types of fi- 
nancing that the bank does not provide; therefore, it is different 
financing. 

Senator Muskie. You just finished telling us that you submitted 
an exhibit here pointing out that one of these clients that you sub- 
mitted to one of your secondary sources, subsequently got a loan from 
the primary source. 

Mr. Miter. Surely, based upon our very complete analysis. 

Senator Muskie. That evades the point of the question, Mr. Miller. 
You are saying that you deal with people, or that you reach the con- 
clusion generally without any respect to the spec ific case, that your 
secondary lending agencies are going to give loans where banks will 
not. 

Mr. Mitirr. That is right. 

Senator Muskie. This isn’t always true; is it ? 


—————— 
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Is it your position that this is an isolated instance ? 

Mr. Mitier. That particular piece of paper, you mean? The very 
fact it is one, I would say it is isolated. 

Senator Musxir. You know of no other instance of this kind ? 

Mr. Miter. I haven’t seen any. 

Senator Musxie. The impression the committee got, or at least 
this member of the committee got, was that this is not an unusual 
occurrence, and it is a mark of the success of your work for your 
client. 

Mr. Miter. The reason for submitting that piece of paper was 
because previous testimony showed that we made no loans, and I just 
wanted to show that we had, and that a client had a nice thing to say 
about us. 

Senator Muskir. So you say this was a very unusual thing? 

Mr. Miiver. That particular one, but I have other pieces of paper 
showing where loans were made by secondary sources, and if you will 
permit me, I would like to read some of them. 

Senator Musxre. No; let us stay with the line of questioning. But 
with respect to that as an illustration of a primary lending source 
reviewing its decision, this as an isolated instance ? 

Mr. Miter. Every piece of paper we have stands by itself, and 
that particular paper stands by itself, and it shows that a client 
thought so well of us to write us a letter stating that he got a loan 
from his bank, through our assistance. 

Senator Muskie. And it is not a typical situation. 

Mr. Mitier. That particular one is not a typical situation, Senator. 

Senator Mvusxir. It isnot a common situation. 

Mr. Mitier. It is not a common situation. 

Senator Muskie. It isa rare situation. 

Mr. Mitirr. Yes, sir. 

Senator Muskie. Now, in the statement of procedure, while your 
salesman is assembling data relative to the prospective client’s finan- 
cial situation, as I understand it, you go to the banks on the basis of 
written authorization and, presumably, you go to other sources on 
the basis of similar authorization. 

Mr. Mitier. Written authorization only. 

Senator Musxkte. And how long a process is this that the salesman 
goes through. 

Mr. Mitier. Senator, I would like to clear up one matter. This 
salesman doesn’t do this. His work finishes when he finishes the 4- 
page preliminary survey and we then do it back at the home office. 

Senator Muskie. On the basis of what information does he prepare 
his 4-page preliminary survey ? 

Mr. Minter. From the information that he gets from the client him- 
self. 

Senator Muskie. You are relying on what you described as sec- 
ondary sources of information ? 

Mr. Mitre. Pardon me? 

Senator Muskie. You are relying then on what you earlier described 
as secondary sources of information. 

Mr. Miter. He is our first source of information, our field repre- 
sentative is schooled and educated to take that information. 
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Senator Musxir. If he is your first source of information, why do 
you not accept the information that the client had previously presented 
to the bank? 

Mr. Mixter. In the course of filling out his preliminary data report, 
he takes every bit of information from every source possible to fil] 
that out. I made light of the fact of what is presented to the bank, 
because this man never presented anything to the bank, and he went 
and asked for a loan, and when the banker asked him about his busi- 
ness he scribbled some figures down, for the most part. 

Senator Muskie. You honestly think that that is a typical and usual 
experience in the bank, of businessmen applying for loans to the banks, 
that the whole procedure is based on the basis of a few scribbled notes 
on the initial contact? 

Do you think that that is true ? 

Mr. Miter. Senator, it is a matter of record that businessmen, 
marginal and smaller businessmen do not come anywhere close to giy- 
ing a bank or a secondary financial source the information that is 
necessary. We perform a service, if you will, and he could do it 
himself, and he could hire an accountant and hire an attorney and for 
a few hundred dollars he could do it himself. 

Senator Muskir. This businessman goes to the local bank interested 
in servicing the community for a loan. 

Mr. Miuter. Yes, sir. 

Senator Musxir. Whatever that man brings in to the bank in the 
first instance, do you think that the bank makes the decision as to 
whether or not this is a marginal loan on the basis of whatever scat- 
tered information a man may bring in the first time? 

Are you of the impression that banks do not explore more thor- 
oughly to get a better picture of the client’s financial position before 
they make that decision, which has a bearing on his credit standing 
throughout the community ? 

Mr. Miter. Well, Senator, I do not want to go on record—I like 
banks, and I think that they perform a wonderful service, but I be- 
lieve that they are regulated, and I believe they are regulated by 
certain banking laws, from not doing business with some 2 million, 
and there are 6 million small business firms in the United States, and 
there are some 2 million that they cannot do business with. 

A banker recognizes this immediately, and that is why secondary 
lending sources. I assure you that the 2 million-some small busi- 
nesses in this country have great reason to be in business only because 
of the secondary lending sources. 

Senator Muskie. I am not questioning the fact that there is a 
category of loans which banks will not take on, but the bank must 
make the decision as to whether a particular loan falls into this cate- 
gory case by case, individual by individual, and before a local bank 
would throw a business into this marginal category, thus coloring his 
credit standing in the community, I am asking you if you think that 
the bank relies simply on a few scattered notes taken on in the first 
contact ? 

Mr. Miter. They rely on whatever that businessman gives them. 

Senator Musxrre. If that is so, then banks in Maine are far differ- 
ent from tbe banks in any other part of the country. 
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At what point is the client committed to the payment of a fee to 
our organization ? 

Mr. Mirrer. It is two parts. He is committed to writing a check 
for the fee we ask at the time our field representative leaves his place 
of business with a completely filled out four-page preliminary data 
report, a signed financial service agreement which you have a copy of, 
which is one page, and very clear, and emphasizes the fact that we 
do not lend money and we merely assist him, and at that time he 
gives a check. 

However, that check—his agreement is not a firm agreement with 
us until we accept it at our office. 

Senator Muskie. So the only clients you are rejecting on the basis 
that you cannot perform a service for them are the clients that you 
yourselves reject at your regional or central office. 

Mr. Miiurr. Yes, sir. 

Senator Muskie. So that you have a complete record of the clients 
whose business you refused. 

Mr. Mitier. Absolutely. 

Senator Muskie. Because you could not service them ? 

Mr. Miter. That is right. 

Senator Mvcskrr. And this totals, as I remember your testimony, 
about $40,000 in fees, or that would be how many clients? 

Mr. Miuirr. For practical purposes, divide 300 into $40,000. 

Senator Musxre. So that you would add this to the 2,000 that you 
were under contract with, as a total number of clients whose applica- 
tions were sent by salesmen to your regional or central offices, so out of 
seme 2,200, or a little under 2,200, the total of such applications filed 
with you, of the total applications submitted to you, you sent back 
less than 10 percent. 

Mr. Miter. Because we would not take their money. 

Senator Muskre. In other words, out of these 2,100-odd clients, 
whose loans had been refused by banks, you felt that you had good 
reason to believe that you could service successfully with secondary 
lending agencies more than 90 percent of them. 

Mr. Mituer. Yes, sir. 

Mr. O’DonneEtt. Mr. Miller, will you please give us a little bit of 
your personal background ? 

Mr. Mier. My personal business background ? 

Mr. O’DonNELL. Ves, 

Mr. Murer. After graduating from high school I went into the 
field of business and my entire background is made up of sales, 
advertising, and that is all. It is sales and advertising. 

Mr. O’DonneEtt. Well, can you break it down by year, starting, let 
us say, in 1950? 

Mr. Miter. In 1950 I was in sales work as a regional sales director 
for a chemical concern in Chicago. 

Mr. O’DonneE LL. How long were you with them? 

Mr. Murer. I was with them for a year and a half. In 1951, in 
June of 1951, I worked as a salesman in California. 

Mr. O’DonneEtx. For whom? 

Mr. Mirier. Charles Ford Associates. 

Mr. O’DonneEtu. They were in the advanced fee real estate opera- 
tions, were they not? 
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Mr. Mitier. They were in the advertising business, for-sale busj- 
ness. 

Mr. O’DonneE.u. How long were you with them as a salesman? 

Mr. Miiier. A year and a half. 

Mr. O’Donnewu. Did you leave them to form your own company, 
or another company ? 

Mr. Miter. I did that; yes, sir. 

Mr. O’Donneww. And what was the company that you organized? 

Mr. Murr. Later, it turned out to be Business Mart of America, 

Mr. O’DonneELL. Now, what happened to Charles Ford & Assgo- 
ciates, the firm that you were with? 

Mr. Miter. Actually, when I went into that business, I more or 
less bought into a franchise. Then I formed an association with Mr. 
Ruttenberg and Mr. Samson, and shortly after we changed that name 
to Business Mart of America. We dissolved or we discontinued the 
use of the name Charles Ford & Associates. 

Mr. O’Donnetu. Well, with Charles Ford & Associates, was any- 
one else associated with you? Was Charles Ford, or Dudley, or 
anyone else? 

Mr. Muuer. Absolutely not. 

Mr. O’Donnewu. You just disassociated yourself, and from that 
time, and formed this new name, Business Mart of America? 

Mr. Miuuer. Yes, sir. 

Mr. O’DonneEtu. Why did that go out of business ? 

Mr. Miter. We went out of business because the State of Cali- 
fornia, Real Estate Division, the Real Estate Division of the State 
of California got an injunction enjoining us from being in business 
because they felt that we should be licensed as business brokers. 

We, in turn, got a sustaining injunction and I don’t know about 
the technical words, but we got something to sustain that judgment 
to keep us in business, but we felt that we would go out of that 
business. 

It was our personal decision to leave that business and we left that 
business and that corporation was dissolved. 

Mr. O’Donneti. Then you started the Lenders Service Corp.? 

Mr. Mier. Yes; Lenders Service Corp., and prior to starting that 
corporation we put about a year of work in—I am: searching for the 
word—research appraisal as to this type of business, and actually 
interviewing a number of businessmen throughout the country. I 
did that personally. 

Mr. O’DonneEti. How does the basic operation of Lenders Service 
Corp. differ from Business Mart of America ? 

Mr. Miter. It is completely different. 

Mr. O’Donne tt. In wiliat way? 

Mr. Mitier. Well, in Lenders Service Corp. we perform, if I may 
be permitted to say so, a valuable service to a client in assisting him 
in obtaining his financial needs. We assist him through the methods 
I described previously to obtain financi ing, and to be in touch with a 
borrower that he doesn’t even know exists, under very favorable 
circumstances. 

Business Mart of America was merely advertising businesses for 
sale. It had nothing to do with finances at all. 
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Mr. O’Donne x. I know your objective is entirely different in both 
instances. However, your format and your procedures are virtually 
identical. 

Mr. Miter. Oh, no; they are far removed. Our service in Busi- 
ness Mart of America ‘7 as pl: icing advertising in new spapers through- 
out the country, and our only advertising i in Lenders Service Corp. 
is institutional in nature and more or less directed to the lender to 
get acceptance from the lender. 

We do no advertising for the client in Lenders Service Corp. We 
do many, many services, and our 90-point program of service. 

Mr. O’Donnett. Your basic procedure insofar as contacting the 
individual client by mail, and your brochure, your follow-up, and so 
forth, procedurally are about the same. I am not talking about the 
objective. 

Mr. Mutter. I didn’t know what you were talking about. 

Mr. O’DonneE LL. Yes. 

Mr. Mitier. Well, now, your question right now was directed at 
the sales end of it, is that correct; selling the services ? 

Mr. O’DonneELL. Yes. 

Mr. Mixer. Well, selling the services, there is a closeness in the 
method of contact, although the objectives we satisfy are completely 
different, but we use the “mail the same way as Business Mart of 
America did, and the same way that thousands of other businesses 
do, and we have to. We have to do the same thing. 

Mr. O’Donneti. Your format as far as procedural operations and 
the sales end of it, are pretty much the same, are they not? From 
what. I have seen insofar as your current operation on ‘Lenders Serv- 
ice Corp., it is basically very similar to the operation that existed 
before. That is what I am raising from a mechanical standpoint. 

Mr. Mitier. Mechanically, no; it is not. I agree on the first part, 
that because we have to use the mail, it was only a happenstance or 
circumstances that Business Mart of America used the mails also, to 
contact, as a method of contact. Other than that, I think it stops. 

Mr. O’DonneEtt. I have no more questions, Mr. Chairman. 

Senator Muskie. Did you have something further to say, Mr. 
Miller ? 

Mr. Mitrer. Senator, I just wanted to know if I could read some 
of the things that were said about us, by some of the accredited lend- 
ing institutions that we do business with. 

Senator Muskie. Wouldn’t it serve your purpose just as well to 
submit those for consideration of the committee / 

Mr. Miter. I will be happy to. 

Mr. Gupin. Before you close, if you are going to close, I would 
like to make a statement because the inference is that Mr. Thompson 
was emotionally disturbed as a result of what happened at this com- 
mittee, and that is not the case. 

I have known U. T. Thompson for 10 years, and he was disturbed 
as a result of earlier things, like being named as a defendant in the 
Federal Trade Commission case, and he was disturbed at being at- 
tacked by the Better Business Bureau. 

Mr. Thompson is a most honorable gentleman, and he has helped 
me in past years in getting small business loans for my clients. I 
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came into this case in January at his direction and I met Mr. Miller | 
first only in February of this year. Mr. Thompson did not put hig 
best foot forward because not of what disturbed him at this heari 
but because of a long series of disturbances of the past month or go 
which shocked him because he is one man that has small business at 
heart, and he feels deeply and keenly these attacks not by this com- 
mittee, sir, but by other sources against him personally. 

To clear the record, that is the reason for his emotional disturbance, 
and not anything this committee did. 

Senator Muskie. We have no more witnesses and I would like to 
express the appreciation of the committee for your interest in takin 
the time and the time you have given us here this afternoon and at the 
previous hearing. 

Without anything further, we will adjourn subject to reopening if 
there should be further developments which the committee ought to 
consider. 

Thank you very much. 

(A resolution approved by the board of directors of the National 
Association of License Law Officials follows :) 


RESOLUTION 


Whereas the executive committee, officers, and board of directors of the 
National Association of License Law Officials are now duly convened in a meeting 
at the Carlton House Hotel, Pittsburgh, Pa., and 

Whereas the most important item for discussion on the agenda at this meet- 
ing was the evils of the continued operation of the advance fee racket in all of 
its phases in all of the States of the United States, and 

Whereas this group being vitally interested in the protection of the public, 
has made detailed investigation of the advance fee racket in all States, con- 
cluding therefrom that said racket in all of its phases continues to be a serious 
threat to the citizens of this country, and 

Whereas we recognize that as a result of the hearings held in Washington 
before the permament Subcommittee on Investigations of the U.S. Senate this 
serious problem received national publicity, and to that extent has warned 
many of our citizens of this mode of operation, but as license law officials we 
recognize that the operations are still continuing: Therefore, be it 

Resolved, That we express our sincere appreciation to the committee in its 
efforts to cope with this problem, and urge their continued interest and efforts 
to report Senate bill 550 out favorably at an early date, and be it further 

Resolwed, That this resolution be made a part of the permanent records of 
this organization, and that an appropriate copy be directed to the permanent 
Subcommittee on Investigations of the U.S. Senate. 

This resolution unanimoulsy adopted this lst day of May, A.D. 1959, by the 
executive committee, officers, and board of directors of National Association of 
License Law Officials. 

M. M. Situ, Jr., President. 

Attest: 

Rospert W. SEMENOw, Secretary. 


(Whereupon, at 4:10 p.m. the subcommittee recessed, to reconvene 
at the call of the Chair.) 
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